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ABSTRACT 


This research introduces “brand prominence,” a construct reflecting the conspicuousness of - 
a brand’s mark or logo on a product. The authors propose a taxonomy that assigns : 
consumers to one of four groups according to their wealth and need for status, and they : 
demonstrate how each group’s preference for conspicuously or inconspicuously branded : 
luxury goods corresponds predictably with their desire to associate or dissociate with : 
members of their own and other groups. Wealthy consumers low in need for status want to : 
associate with their own kind and pay a premium for quiet goods only they can recognize. : 
Wealthy consumers high in need for status use loud luxury goods to signal to the less - 
affluent that they are not one of them. Those who are high in need for status but cannot : 
afford true luxury use loud counterfeits to emulate those they recognize to be wealthy. Field : 
experiments along with analysis of market data (including counterfeits) support the proposed : 
model of status signaling using brand prominence. . 


Keywords: luxury, status, conspicuous consumption, brand prominence, branding, 
reference groups, associative/ dissociative motives, counterfeit goods 


The basis on which good repute in any highly 
organized industrial community ultimately 
rests 1S pecuniary strength; and the means of 
showing pecuniary strength, and so of 
gaining or retaining a good name, are leisure 
and a conspicuous consumption of goods. 
- Thorstein Veblen, The Theory of 
the Leisure Class (1899, p.51) 


For example, grooms could not wear cloth that 
exceeded two marks, and knights could wear 
apparel up to six marks’ value but were 
forbidden from wearing gold, ermine, or jeweled 
embroidery (Berry 1994). The rationale was to 
reserve particular fabrics and ornamentation for 
certain social classes to distinguish them and 
uphold order within the social hierarchy. A case 
in point was the extravagant wardrobe of 


In the middle ages, sumptuary laws specified in 
minute detail what each social class was 
permitted and forbidden to wear, including the 
maximum price an article of clothing could cost. 


Elizabeth I (1533-1603), which provided visible 
proof of her divinity and signalled her special 
place in society (McKendrick, Brewer, and 
Plumb 1983, p. 76). By the eighteenth century, a 


blurring of partitions in social classes led to the 
demise of all sumptuary laws (Berry 1994, p. 
82); yet the use of personal effects as markers of 
status persists. 


Today, anyone can own a purse, a watch, or a 
pair of shoes, but specific brands of purses, 
watches, and shoes are a distinguishing feature 
for certain classes of consumers. A woman who 
sports a Gucci “new britt” hobo bag ($695) 
signals something much different about her 
social standing than a woman carrying a Coach 
“ali signature” hobo ($268). The _ brand, 
displayed prominently on both, says it all. 
Coach, known for introducing “accessible 
luxury” to the masses, does not compare in most 
people’s minds in price and prestige with Italian 
fashion house Gucci. But what inferences are 
made regarding a woman seen carrying a 
Bottega Veneta hobo bag ($2,450)? Bottega 
Veneta’s explicit “no logo” strategy (bags have 
the brand badge on the inside) makes the purse 
unrecognizable to the casual observer and 
identifiable only to those “in the know.” 


It is not uncommon for brands to mark their 
products differently to be more or less visible. 
For example, Volvo wanted its newly introduced 
XC60 crossover “to be recognizable as a Volvo 
from twice the normal distance of 300 feet, so 
[the firm] added a larger insignia” (Vella 2008, 
p.17) (see Figure 1). We introduce a new 
construct, “brand prominence,” to reflect this 
variation in conspicuousness. We define brand 
prominence as the extent to which a product has 
visible markings that help ensure observers 
recognize the brand. Manufacturers can produce 
a product with “loud” or conspicuous branding 
or tone it down to “quiet” or discreet branding to 
appeal to different types of consumers. Compare 
the Gucci sunglasses in Figure 2. The first 


FIGURE 1 
Volvo XC60 and Volvo XC90 
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literally spells out the Gucci brand, while the 
second is far less explicit, using only the brand’s 
subtle but distinctive bamboo hinges. 


This research identifies the types of consumers 
who prefer loud versus quiet products and offers 
an explanation for these differences. Although a 
great deal of research exists on the critical 
elements constituting a brand, from symbols and 
slogans (Aaker 1992) to the distinctiveness of a 
brand’s physique (Kapferer 1992), little work 
(of which we are aware) has examined the 
prominence of a brand’s identifying marks on 
the product. An exception isWilcox, Kim, and 
Sen (2009), who find that products without 
logos are less apt to serve the social functions of 
self-expression and _ selfpresentation. The 
construct of brand prominence clarifies how the 
relative conspicuousness of a brand’s mark or 
logo reflects different signaling intentions of the 
owner. In short, different consumers prefer quiet 
versus loud branding because they want to 
associate themselves with and/or dissociate 
themselves from different groups of consumers. 


We begin by proposing a taxonomy that assigns 
consumers to one of four groups on the basis of 
two distinct and measurable characteristics: 
wealth and need for status. According to the 
Pew Center for Research (Allen and Dimock 

2007), almost half of all Americans view their 
country as being divided into two classes: the 
haves and the have-nots. Thus, first we divide 
consumers into the relatively well-to-do and 
everyone else. Dubois and Duquesne (1993) find 
that the higher a person’s income, the greater is 

that person’s propensity to purchase luxury 

goods; thus, luxury goods manufacturers are 
most concerned with how preferences vary 
among those who have more. 
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FIGURE 2 
Loud and Quiet Gucci Sunglasses 





Second, luxury goods are traditionally defined 
as goods such that the mere use or display of a 
particular branded product brings the owner 
prestige apart from any _ functional utility 
(Grossman and Shapiro 1988). Therefore, we 
account for individual differences in 
consumption-related need for status, defined as a 
“tendency to purchase goods and services for the 
status or social prestige value that they confer on 
their owners” (Eastman, Goldsmith, and Flynn 
1999, p. 41). As such, we further divide 
consumers according to the extent to which they 
seek to gain prestige by consuming luxury 
goods. In summary, the taxonomy divides 
consumers into four groups according to their 
financial means and the degree to which status 
consumption is a motivating force in_ their 
behavior. 


An essential insight that emerges from the 
taxonomy is how the four groups differ with 
respect to whom they seek to associate with or 
dissociate from, which corresponds predictably 
to their preferences for conspicuously or 
inconspicuously branded luxury — goods. 
Consumers often choose brands as a result of 
their desire to associate with or resemble the 
typical brand user (Escalas and Bettman 2003, 
2005). Furthermore, self-presentation concerns 
lead consumers to avoid choosing a product 
associated with a dissociative reference group 
(White and Dahl 2006, 2007). Associative and 
dissociative motives are not necessarily opposite 
sides of the same coin; a desire to associate with 
one group does not imply a desire to dissociate 
from opposing groups. For example, a Harley- 
Davidson Riders Club member need not abhor 
Suzuki or Kawasaki motorcycles or want to 
distance him- or herself from their owners. We 
proceed by labeling each of the four classes of 


consumers created by the taxonomy and 
describing their signaling motives on the basis 
of their desire to associate with and/or dissociate 
from their own and the other three groups. 


For mnemonic reasons, we label the four groups 
as the four Ps of luxury: patricians, parvenus, 
poseurs, and proletarians. We label the first 
category “patricians,” after the elites in ancient 
Roman times. Patricians possess significant 
wealth and pay a premium for inconspicuously 
branded products that serve as a_ horizontal 
signal to other patricians. Feltovich, Harbaugh, 
and To (2002) use game theory to argue that 
“high types” (i.e., those who are high in wealth, 
productivity, or some other valued attribute) 
sometimes avoid obvious signals that should 
separate them from low types because they are 
concerned with separating themselves from 
medium types who use such signals. In our 
model, however, patricians are principally 
concerned with associating with other patricians 
rather than dissociating themselves from other 
classes of consumers. They use subtle signals 
because only other patricians can interpret them, 
a byproduct of which is that they avoid being 
misconstrued as someone who uses luxury 
brands to differentiate themselves from _ the 
masses. In summary, patricians are high in 
financial means, low in their need to consume 
for prestige’s sake, and keen to associate with 
other patricians. 


We label the second category “parvenus” (from 
the Latin pervenio—, meaning “arrive” or 
“reach”). Parvenus possess significant wealth 
but not the connoisseurship necessary to 
interpret subtle signals, an element of which 
Bourdieu (1984) refers to as the “cultural 
capital” typically associated with their station. 


To parvenus, Louis Vuitton’s distinctive “LV” 
monogram or the popular Damier canvas pattern 
is synonymous with luxury because these 
markings make it transparent that the handbag is 
beyond the reach of those below them. 
However, they are unlikely to recognize the 
subtle details of a Hermes bag or Vacheron 
Constantin watch or know their respective 
prices. Parvenus are affluent— it is not that they 
cannot afford quieter goods—but they crave 
status. They are concerned first and foremost 
with separating or dissociating themselves from 
the havenots while associating themselves with 
other haves, both patricians and other parvenus. 


We call the third class of consumers “poseurs,” 
from the French word for a “person who 
pretends to be what he or she is not.” Like the 
parvenus, they are highly motivated to consume 
for the sake of status. However, poseurs do not 
possess the financial means to readily afford 
authentic luxury goods. Yet they want to 
associate themselves with those they observe 
and recognize as having the financial means (the 
parvenus) and dissociate themselves from other 
less affluent people. Thus, they are especially 
prone to buying counterfeit luxury goods. If 
brand status is important to a person, as it is with 
poseurs, but is unattainable, a person 1s likely to 
turn to counterfeit products as cheap substitutes 
for the originals (Wee, Tan, and Cheok 1995). 
This implies, and we subsequently show, that 
fake handbags should disproportionately be 
copies of luxury handbags that are conspicuous 
or loud in displaying the brand—the kinds of 
goods the parvenus favor—but because of their 
discounted price are especially appealing to 
poseurs. 


We label the fourth class of consumer 
“proletarians,’ a term commonly used _ to 
identify those from a lower social or economic 
class, though we use it more narrowly to 
distinguish less affluent consumers who are also 
less status conscious. For the purposes of this 
study, proletarians are simply not driven to 
consume for the sake of status and either cannot 
or will not concern themselves with signalling 
by using status goods. They seek neither to 
associate with the upper crust nor to dissociate 
themselves from others of similarly humble 
means and neither favor nor spurn loud luxury. 
Figure 3 provides a pictorial representation of 
the complete framework. 
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We organize the remainder of this article 
follows: First, we briefly summarize the relevant 
literature on status goods, signaling, and 
branding. In Study 1, the analysis of market data 
reveals that, on average, inconspicuously 
branded luxury goods cost more than the same 
manufacturer’s goods with more conspicuous 
branding. This is consistent with patricians 
paying a premium for understatement. In Study 
2, we use market data again to show that 
counterfeiters tend to copy the lower-priced, 
louder, luxury variants within the product line of 
the brands they knock off, which appeal to 
poseurs seeking to emulate parvenus. Study 3 1s 
a field study; it demonstrates that only patricians 
can read subtle brand cues correctly. Together 
with Study 1, Study 3 shows that patricians pay 
a premium for signals that only other patricians 
can decipher. Study 4 shows that preferences 
between loud and quiet luxury goods differ 
predictably among the four _ groups, 
corresponding to their social motives (1.e., the 
people each group wants to associate themselves 
with and disassociate themselves from). 
Furthermore, when provided the opportunity, 
poseurs tend to be far more likely than parvenus 
to buy counterfeits, the loud bags that appeal to 
these two groups. We conclude by discussing 
implications for managers and_ suggesting 
avenues for further research. 


FIGURE 3 
Signal Preference and Taxonomy Based on Wealth 
and Need for Status 
















Parvenu 
Parvenus associate with 
other haves and want to 

dissociate themselves from 

have-nots. They use loud 
signals. 


Patrician 
Patricians signal to each 
other. They use quiet 
signals. 


Haves 


Proletarian 
Proletarians do not engage 
in signaling. 





Poseur 
Poseurs aspire to be haves. 
They mimic the parvenus. 


High 


c> Light arrows denote associations 


> Dark arrows denote disassociations 
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STATUS, SIGNALING, AND 
BRANDING 


Status has its roots in ancient society, in which 
every person had a “place” in the social 
hierarchy. Historically, this place was attained 
either through birth (e.g., born into nobility or an 
upper class in the caste system) or by 
ordainment (e.g., knighted by the king). This 
changed during the Age of Enlightenment 
(roughly the beginning of the eighteenth 
century) as a person’s worth began to be judged 
according to his or her achievements, which 
frequently brought great wealth (De Botton 
2004). A reliable connection was made between 
merit and worldly success; well-paid jobs were 
secured primarily through intelligence and 
ability. The rich were not just wealthier; they 
were “better.” They merited their success, and as 
such, affluence increasingly became a marker of 
social status. Wealth and social status have been 
inextricably linked ever since. 


In his classic treatise The Theory of the Leisure 
Class (1899), economist and _— sociologist 
Thorstein Veblen argues that the accumulation 
of wealth is not really what confers status. 
Rather, what confers status is the evidence of 
wealth, which requires its wasteful exhibition— 
behavior he describes as “conspicuous 
consumption.” As examples, Veblen notes that 
the leisure class used silverware, handpainted 
china, and high-priced table linens at meals 
when less expensive substitutes could work as 
well or better. Members of this class bought fine 
silverware not to convey food into their mouths 
but to display that they could afford such things. 
Veblen notes that the examples he put forth, 
including manicured lawns, the latest fashions, 
and exotic dog breeds, confer prestige to owners 
because of the items’ lofty price tags. 


Contemporary research in marketing recognizes 
the symbolic role of possessions in consumers’ 
lives (Belk 1988; Levy 1959; Solomon 1983). It 
is widely accepted that people make inferences 
about others on the basis of their possessions 
(Belk, Bahn, and Mayer 1982; Burroughs, 
Drews, and Hallman 1991; Richins 1994a, b). 
Furthermore, Richins (1994a) points out that 
those inferences can reflect others’ success, 
measured by the things someone owns. The 
objects that symbolize success tend to be high 
priced in absolute terms or expensive relative to 


the average cost of items in the product category 
(see also Fournier and Richins 1991). Charles, 
Hurst, and Roussanov (2007) argue that status 
goods surface in highly visible categories in 
which greater expenditures are generally 
associated with higher income, such as cars 
(e.g., Bentley), fashion (e.g., Dior), and jewelry 
(e.g., Tiffany & Co.). 


Marketers understand that a common way to add 
“snob appeal” to an otherwise pedestrian 
product is to attach a high price (Eastman, 
Goldsmith, and Flynn 1999; O’Cass and Frost 

2002). Consumers will pay a higher price for a 
functionally equivalent good because they crave 
the status brought about by such material 
displays of wealth (Bagwell and Bernheim 

1996). In some ways, higher prices themselves 
make consumers feel superior as one of the few 
who can afford to buy the product (Garfein 

1989). In this research, we take the view that a 
product’s or brand’s potential to signal status 
through the use of a luxury good depends in 
large part on the observer’s ability to decipher 
the signal correctly, which, as we demonstrate in 
Study 3, equates to assessing the relative price 
of the good with some degree of accuracy. 


Although price connotes status, price itself does 
not determine the desirability of a status brand. 
Brand choice can send meaningful social signals 
to other consumers about the type of person 
using that brand (Wernerfelt 1990). The 
symbolic meaning consumers derive from a 
particular brand is often based on associations 
between the brand and its users or the “type” of 
consumer who buys that brand (Muniz and 
O’Guinn 2001). Consumers are influenced by 
their own group (Bearden and Etzel 1982; 
Whittler and Spira 2002), those they aspire to be 
like (Escalas and Bettman 2003, 2005), and 
those with whom they want to avoid being 
associated (White and Dahl 2006, 2007). In 
other words, who uses a brand is integral to the 
brand image and helps explain why consumers 
are attracted to certain brands and shy away 
from others (Sirgy 1982). 


The relationship between parvenus and poseurs 
reflects Veblen’s (1899) classic argument that 
members of a higher class consume conspicuous 
goods to dissociate themselves from the lower 
class (“invidious comparison”), while members 
of the lower class consume conspicuously to 
associate themselves with and be perceived as a 


member of the higher class (“pecuniary 
emulation’). Poseurs favor loud signals to 
mimic parvenus; they may stretch to buy a loud 
good, but in contrast to parvenus, they are prone 
to buy fake luxury goods. We suggest that there 
iS a group of haves who are less concerned with 
dissociation and more concerned’ with 
associating with their own kind. They are the 
patricians, who pay a premium for subtly 
branded products only other  patricians 
recognize. We test this indirectly in Study 1 by 
offering empirical support for the notion that, on 
average, less conspicuously branded luxury 
goods offered by the same brand cost more. 


STUDY 1: 
THE RELATIONSHIP BETWEEN 
BRAND PROMINENCE AND PRICE 


In Study 1, we examine the relationship between 
price and brand prominence for three categories 
of luxury goods: designer handbags, luxury cars, 
and men’s shoes. We focus first on designer 
handbags. We chose this category in part 
because “handbags are the engine that drives 
luxury brands today” (Thomas 2007, p. 168). 
Handbags had estimated sales of $7 billion in 
the United States alone in 2007 (Wilson 2007), 
with the average American woman purchasing 
four handbags per year (Thomas 2007). In 
addition, purses do not require sizing, as do 
shoes or prét-a-porter (ready-towear fashion). 
The absence of sizes suggests that women have 
far more choices, and consequently handbags 
are a category in which manufacturers carry a 
large number of stockkeeping units. For 
example, at any given time, Louis Vuitton 
(hereinafter we use LV) typically offers more 
than 200 different handbags but fewer than 20 
different pairs of men’s shoes. Thus, we focus 
the analysis on the handbag category but 
replicate the results using data in the men’s shoe 
market (LV) and the car market (Mercedes- 
Benz), albeit with much smaller data sets. 


If our premise is correct, we expect to observe a 
quieter, more subtle brand identification on the 
more expensive products and a louder, more 
conspicuous brand identification on_ the 
relatively less expensive products. Thus, we 
predict a negative correlation between price and 
brand prominence— the extent to which the 
product advertises the brand by displaying the 
mark in a more visible or conspicuous manner 
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(e.g., larger logos, repeat prints). We 
hypothesize that for luxury goods, on average, 
as the price goes up, brand prominence goes 
down. 


In January 2008, we downloaded information on 
all the handbags offered by both LV and Gucci 
from the companies’ respectiveWeb sites. Louis 
Vuitton ($21.6 billion) and Gucci ($8.2 billion) 
are first and second, respectively, in Interbrand’s 
(2009) ranking of the leading luxury brands of 
2008, and they are rated second and _ third, 
respectively, on the Luxury Institute’s list of the 
most familiar luxury handbag brands (see 
www.luxuryinstitute.com). The data _ include 
pictures, price information, and _ product 
descriptions for 236 bags from LV and 229 from 
Gucci that were available online at the time. The 
average price for an LV handbag was $1,240 
(Mdn = $1,090), and the average price for a 
Gucci handbag was $1,448 (Mdn = $1,150). The 
range spanned from $225 to $3,850 for LV and 
from $295 to $9,690 for Gucci. The data set 
does not include all purses sold by LV or Gucci 
historically, but it is representative of what was 
being sold by these firms in early 2008. Personal 
discussions with Gucci and LV _ managers 
support our belief that bags sold online do not 
constitute a skewed sample. 


Louis Vuitton’s selection online was reported to 
be identical to what is sold in its stores (special 
offerings excluded). Gucci’s selection online is 
nearly identical, with the exception of a few 
unique items offered through each channel. 


Method 


We coded each handbag according to brand 
prominence and several control variables, such 
as the bags’ material and size. Three categories 
of primary material were used to construct the 
purses: (1) fabric (e.g., denim, canvas), (2) 
leather, and (3) exotic hide (e.g., ostrich). We 
relied on the manufacturers’ dimensions of the 
bag as a proxy for surface area or the amount of 
material necessary to manufacture the bag. 


Our notion of brand prominence was intended to 
capture how the different stockkeeping units 
varied in the extent to which they displayed the 
brand logo or identifying marks conspicuously 
to observers. To this end, three independent 
judges rated each bag on a seven-point scale 
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FIGURE 4 
Quiet and Loud Gucci Bags 





Gucci Handbag No. 170 
Average Loudness Rating = 7 
Price: $1,150 


(anchored at the extremes by “not at all” and “a 
great deal”) on the following criteria: 

1. How prominently does this bag 
display its trademark? (A trademark 
is a distinctive name, symbol, motto, 
or emblem that identifies a product, 
service, or firm.) 

2. To what extent would this bag be 
recognizable as a Gucci (LV) 
product? 

Each judge was trained to recognize the standard 
identifying marks of the two brands (e.g., the 
classic green and red striped pattern originated 
by Guccio Gucci signifies Gucci). Intrarater 
reliability was high (for all three judges, 
Cronbach’s a > .97). Interrater reliability was 
also high (across all pairs of raters, a > .9). 
Therefore, we combined the judges’ ratings into 
a composite measure of brand prominence 
ranging from “quiet” (1) to “loud” (7) (for an 
example, see Figure 4). 


Results 


The results appear in Table 1. Consistent with 
our predictions, the most important findings are 
those for the variable “prominence” (p= — 
122.26, p < .O1) and for the interaction between 
prominence and brand (8 = 95.89, p < .01), such 
that the slope for Gucci is —122.26 and that for 
LV is —26.37 (ie., —122.26 + 95.89). The 
significant interaction indicates that these slopes 
are different from each other. The interpretation 





Gucci Handbag No. 120 
Average Loudness Rating = 1 
Price: $640 


is that, on average, an increase in brand 
prominence of 1.0 on the seven-point scale 
equates to a $122.26 decrease in price for Gucci 
and a $26.27 decrease for LV ($856 and $185, 
respectively, when going from one extreme to 
the other). In addition, as we expected, the grade 
of the material matters. There is also an 
interaction between “surface” and “canvas,” 
such that large canvas bags are more expensive 
than small ones, while this is not true for leather 
and exotic bags. 


We replicated these results by examining the 
size of the Mercedes emblem (i.e., the Mercedes 
“star’) on available cars and_ sport-utility 
vehicles. Assessing brand prominence was 
straightforward; we used the size in centimeters 
of the tri-star Mercedes logo displayed on the 
erill of the vehicles. We collected the data in 
January 2009, at which time Mercedes offered 

47 different models of vehicles, ranging from 
two-door coupes to sport-utility vehicles (we did 
not include the SLR in the analysis because it 1s 
cobranded with McLaren). The vehicles ranged 
in price from $33,775 to $199,825, and the 
emblem size ranged from 7.6 centimeters to 18.5 
centimeters. 


As in the study of handbags, the dependent 
variable was the price of the car. The 
independent variables included brand 
prominence and a set of seven body-type 
dummies (e.g., coupe, sedan, wagon) included to 
account for different vehicles having different 


grill sizes and price points. The results reveal a 
significant overall effect of body type (F = 3.51, 
p < .O1) and a significant main effect of emblem 
size (B= —5215.58, F = 8.72, p < .01), such that 
an increase in emblem size of one centimeter is 
associated with a decrease in price of the car of 
slightly more than $5,000. In summary, if we 
control for body type, less expensive Mercedes 
vehicles in the United States tend to boast a 
larger emblem. 


To support the generalizability of these results, 
it was important to replicate the findings in a 
category catering exclusively to men. To this 
end, we used LV’s 2009 men’s shoe collection. 
The collection comprises 13 different pairs of 
shoes ranging in price from $485 to $1,170. 
Using photos drawn from the company’s catalog 
and using the same scales, the same _ trained 
judges who rated the handbags rated brand 
prominence. Price remained the dependent 
variable, while brand prominence and _ leather 
quality (three levels: calf, patent, and python) 
served as independent variables. The results 
reveal a significant effect of leather quality (F = 
10.48, p < .O1) and a main effect of brand 
prominence (8 = —43.90, F = 5.57, p < .05), such 
that when we controlled for leather quality, an 
increase in brand prominence of | on the scale is 
associated with a decrease in price of $43.90. 
TABLE 1 


Study 1: Statistics for Relationship Between 
Brand Prominence and Price 


Variable Parameter t-Statistic p-Value 
Intercept 4401.83 15.34 <.01 
Surface —.24 —.50 61 
Canvas —3039.76 -9.83 <.01 
Leather —2534.13 -—8.38 <.01 
Surface x canvas 1.10 2.15 .03 
Surface = leather 90 1.74 08 
LV —481.60 —3.20 <.01 
Prominence —122.26 —4.95 <.01 
Prominence x LV 95.89 3.44 <.01 


N = 417, Re = .54, F = 60.05 


Discussion 


The data support the hypothesis that, on average, 
luxury brands Gucci and LV charge more for 
quieter handbags and shoes (1.e., those that 
display the brand less prominently). Similarly, 
Mercedes places larger emblems on _ its 
lowerpriced cars, which is de facto evidence to 
suggest that people who purchase different 
classes of automobiles value brand prominence 
differently. These results support the idea that 
there is a class of consumers that is willing to 
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pay a premium for luxury goods that display the 
brand name less conspicuously (1.e., patricians). 
The policy of lowering price while making the 
brand name more prominent seems to apply 
regardless of gender (men’s shoes, women’s 
handbags) and whether the category 1s 
considered more faddish (fashion goods) or 
durable (vehicles). In Study 2, we expand the 
scope of the investigation of marketplace 
phenomena by examining how the market for 
counterfeit luxury goods compares in terms of 
brand prominence. 


STUDY 2: 
BRAND PROMINENCE AND 
COUNTERFEIT GOODS 


Counterfeits allow consumers to unbundle the 
status and quality attributes of luxury goods by 
paying less to acquire the status while not 
having to pay for the quality (Grossman and 
Shapiro 1988). Counterfeiters serve customers 
who aspire to own luxury goods but are unable 
or unwilling to pay for the real thing. Among 
those of limited means in the framework, 
poseurs rather than proletarians crave the status 
associated with prestigious brands. Furthermore, 
poseurs take their cues from the parvenus, who 
use signals that are easily decipherable, even to 
the uninitiated. This implies that the counterfeit 
market should consist primarily of the louder 
handbags parvenus carry rather than the quieter 
handbags patricians carry. Although there is no 
reason that counterfeiters cannot copy the 
pricier, quieter handbags as cheaply or easily as 
others in the manufacturer’s product line, we 
hypothesize that counterfeit goods tend to be 
copies of lower-priced, louder luxury goods 
because they are what poseurs demand. 


Method 


To test the hypothesis, we combine the data 
collected on authentic handbags in Study 1 
(handbags offered by LV and Gucci online in 
January 2008) with additional data from two 
distinct sources. First, we acquired a data set 
from intellectual property enforcement officials 
who confiscated counterfeit goods locally 
produced and sold in Thailand. Thailand is a 
manufacturing and distribution hub for fake 
goods and, consequently, has been on the U.S. 
Trade Representative’s watch list for more than 
ten years. The data set contains pictures of 254 
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individual items that were confiscated as part of 
a raid on a manufacturer and seller of counterfeit 
Gucci goods. Therefore, the data are 
representative of the Gucci knockoffs that an 
Asian  counterfeiter would produce and 
distribute to U.S. resellers (their Gucci knockoff 
product line). Second, because these data 
contain information only on Gucci, we 
augmented them with data from a Web site 
specializing in the sale of counterfeit handbags 
called knockoffbag.com. From that Web site, we 
collected data on all the handbags offered that 
were replicas of Gucci and LV products. There 
were 428 data points, 287 copies of LV bags 
offered for sale, and 141 copies of Gucci bags 
offered at the time we collected the data (April 

2008). From the Web site, we collected pictures 
of the goods offered online, the price at which 
these counterfeit bags were offered, and any 
other information the seller posted about the 
goods. Together, we have 682 data points 
representing counterfeits of both Gucci and LV 
handbags. The data include the entire selection 
from a single producer and distributor (the Thai 
data) as well as individual items deemed to be 
desirable and thus offered for sale on a popular 
Website. This provides perspectives from both 
the producer’s and the consumer’s vantage 
point. 


Not all the bags in the data on counterfeits are 
copies of actual bags in the data set from Study 

1; some are original designs created by the 
counterfeiters to look like Gucci or LV products. 
Because these are fake bags with fake designs, 
we refer to these as “fake-fakes.” Thus, the data 
can be broken down into different classes, as we 
show in Table 2. Counterfeiters copied 211 of 
the 465 existing styles (45% of handbags were 
knocked off at least once). Counterfeiters were 
responsible for another 386 fake-fakes (original 
creations). Therefore, there were 851 different 
styles of bags in the data set (211 copies of 
current bags and 386 fake-fakes; the remaining 

254 bags from LV and Gucci were not copied). 
Judges coded all the fake-fake bags in the exact 
same way as the authentic bags in Study 1 
(correlation across judges for the composite 
measure was greater than .8). 


Results 
Table 3 summarizes the brand prominence 


(average rating) for the data in Studies | and 
2.We analyzed the data using a 3 (type: original 


not copied, original copied, fake-fakes) . 2 
(brand: LV, Gucci) analysis of variance. We 
find significant main effects of bag type (F = 

53.48, p < .O1) and brand (F = 4.37, p < .05) but 
no interaction between the two (F = .53, p = 

59). The analysis shows that counterfeiters 
choose to copy bags that are significantly louder 
than the ones they do not copy (My copied = 5.41 
Versus My _ not Copied = 219, P < .O1; Moucci Copied 

= 5.50 versus Moucci Not Copied = 4.08, p < .O1). 

Furthermore, when the counterfeiters create 

their own variety of LV or Gucci bags (.e., 
fake-fakes), their creations are also loud—on 
average, just as loud as the ones they copy 
(MLv_ copied = 5.41 versus Miy Fake Fake = 5.31, p = 

Ae Mucci_Copied = 5.50 versus MGucci Fake _Fake = 

5.79, p = .30). These results support our 

hypothesis that counterfeit handbags tend to be 
copies of the lower-priced, louder items in a 
luxury brand’s product portfolio. 


In Study 1, we found that brand prominence is 
negatively correlated with price. Therefore, it 
might be argued that counterfeiters pick the 
products to counterfeit on the basis of price, not 
brand prominence. To test whether brand 
prominence is_ the factor that drives 
counterfeiters’ decisions about which styles to 
copy, we examined the probability of original 
handbags being copied as a function of price, 
brand, and brand prominence. In a first logistic 
regression (Columns 2 and 3 of Table 4), we 
include price and brand information but omit 
brand prominence. In a_ second regression 
(Columns 4 and 5 of Table 4), we include brand 
prominence information. The results show that 
when price is taken alone, the parameter is only 
marginally significant (p = .09), and when brand 
prominence is added, the parameter for price 
becomes nonsignificant (p > .5), while the 
parameter for brand prominence is significant (p 

= .03). Furthermore, there are no significant 
interactions between brand prominence and 
price. The results suggest that price is not the 
decision variable for counterfeiters when 
deciding which styles to copy. With no 
discernible reference to price, counterfeiters 

seem to produce and sell louder handbags. As 

this analysis indicates, the louder an original 
handbag, the more likely it is to be knocked off 
by counterfeiters. 


The data we collected from knockoffbags.com 
included price information for the counterfeit 
bags (we did not obtain any price information on 
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TABLE 2 
Study 2: Data Counts for Real and Counterfeit Gucci and LV Handbags 


Originals Counterfeits 
Not Copied by Copied by Copies of Current 
Brand Counterfeiters Counterfeiters Original Handbags Fake-Fakes 
LV 97 139 1 Ws) 112 
Gucci 157 72 121 274 
Total 254 211 296 386 
TABLE 3 
Study 2: Brand Prominence for Real and Counterfeit Bags 
Originals Counterfeits 

Brand Not Copied Copied Overall Copies@ Fake-Fakes Overall 
LV 3.79 5.41 4.75 5.48 5.31 5.42 
Gucci 4.08 5.50 4.53 5.71 5.79 5.76 


aThe average rating of “Copies” does not equal the average rating of the copied bags, because some bags were copied multiple times. 


TABLE 4 
Study 2: Brand Prominence Versus Price for Counterfeit Goods 


Price Only Price and Prominence 
Parameter Estimate p-Value Estimate p-Value 
Intercept 10 63 —1.52 <.01 
Price —.0002 09 —.0002 56 
LV .50 01 62 20 
LV x price 00004 75 —.00002 94 
Prominence .20 03 
Prominence x price 0001 13 
Prominence x LV —.004 .96 
Prominence x LV x price 1.2E-6 .99 


N = 465 
Notes: LR = likelihood ratio. 


the confiscated bags from the producer in 
Thailand). To examine how counterfeiters set 
prices, we examined the relationship between 
the price of counterfeit goods from 
knockoffbags.com and the price of the bag as 
listed by the original manufacturer, the brand 
prominence measure, and the brand (LV or 
Gucci). The results (see Table 5) show that 
when counterfeiters choose which styles of 
handbags to copy, they determine the price of 
their offerings on the basis of the price charged 
by the original manufacturer (B = .03, p < .01). 
In other words, counterfeiters price their 
knockoffs higher for bags that sell at higher 
prices by the original manufacturers regardless 
of how loud the bag is (B = —.84, not 
significant). Although counterfeiters limit 
themselves to selling relatively loud bags, they 
subsequently set prices in accordance with the 
original manufacturer’s product line. 


LR y2 = 39.86, p< .01 


LR x2 = 87.03, p< .01 


Discussion 


In Study 2, we show that the handbags 
counterfeiters choose to copy are the loud ones 
(1.e., their product line is driven by brand 
prominence). These are the bags that parvenus 
favor. It appears that poseurs, who are the most 
inclined to buy the fakes, demand what the 
parvenus are showing off—namely, the loud 
handbags—in line with a desire to prominently 
associate themselves with this group. 


TABLE 5 
Study 2: Original Manufacturer’s Price and the 
Price of Counterfeit Bags 


Parameter Estimate F p-Value 
Intercept 193.35 

LV —1.58 16 .69 
Brand volume —.83 ie .29 
Price of the original product .03 130.30 <.01 


N = 228, R2 = .48, F = 54.38 
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STUDY 3: RECOGNIZING SUBTLE 
BRAND CUES 


Our theorizing presumes that patricians are more 
attuned to the distinguishing traits of luxury 
goods and therefore can recognize products and 
their prices without the need for conspicuous 
brand displays. In contrast, nonpatricians 
(parvenus, poseurs, and proletarians) cannot 
recognize the subtle cues and require loud 
signals to recognize a brand and_ the 
connotations of status. If this is the case, 
patricians can use subtle cues to signal each 
other, while parvenus must use loud cues to 
dissociate from the poseurs and proletarians. 


In Study 3, we test this directly by studying the 
impact of brand and brand prominence on signal 
recognition in relation to brand recognition and 
price knowledge among _patricians and 
nonpatricians. Patricians are expected to be 
more likely to recognize subtle brand cues than 
members of the other groups and therefore are 
less reliant on prominent brand placement to 
infer the relative price of a luxury handbag. We 
expect nonpatricians to view prestige bags with 
prominent branding as more expensive than 
similar bags (1.e., same manufacturers costing as 
much or more) with subtle and, _ thus, 
unrecognizable brand cues. Conversely, we 
expect patricians to correctly recognize these 
similar but subtly marked bags for the brand 
they are and, thus, to properly assess their 
relative prices. 


Method 


Respondents. Participants in this study were 120 
consumers, comprising two groups of 60 survey 
respondents. The first group was selected on the 
basis of the likelihood that members would 
qualify as patricians. The marketing research 
firm Claritas (a division of ACNielsen) 
classifies zip codes according to demographic 
traits, lifestyle preferences, and consumer 
behaviors. The use of these Claritas profiles 
enabled us to select residents of the Palos 
Verdes Peninsula in Los Angeles County in 
Southern California to survey consumers. Zip 
code 90274 had the highest concentration 
(95.42%) of segments that the firm identifies as 
“Upper Crusts,” “Blue Bloods,” and “Movers & 
Shakers”’— segments that best represent 
patricians (see Appendix A). These segments 


comprised three of the highest-income groups 

(the top 4.12% of U.S. households) among the 

66 segments Claritas uses to categorize 
consumers. We recognize that Movers & 
Shakers might straddle the boundary between 
patricians and parvenus, but even if we ignore 
this group, zip code 90274 still provides one of 
the highest concentrations of Upper Crusts and 
Blue Bloods nationally. If patricians want to 
associate with patricians, we would expect to 
find them living close to each other as well. The 
second group was selected on the basis of 
members’ geographic proximity to the first 
group (thus, we controlled for factors such as 
weather, local fashion trends, and so on) and the 
likelihood that they would not qualify as 
patricians and thus could be considered 
parvenus, poseurs, or _ proletarians. They 
consisted of 60 people in Los Angeles County 
from zip codes 91371 (Woodland Hills), 91601 
(North Hollywood), and 91607 (Valley Village), 
areas determined by means of the Claritas data 
to include negligible concentrations of the 
aforementioned groups (Upper Crusts, Blue 
Bloods, and Movers & Shakers). Residents in 
these zip codes were diverse and ranged from 
Money & Brains (educated, well-to-do, and 
sophisticated) to Bohemian Mix (upper-middle 
income, ethnically diverse, early adopters) to 
Big City Blues (lower-middle income, modest 
educations, ethnically diverse). Relying on 
respondents who reside in these zip codes 
provided us a sample of consumers who would 
stand little chance of qualifying as patricians but 
were affluent enough to qualify as parvenus. 
Researchers who were blind to our theorizing 
were contracted to survey residents from each 
selected area. This included, for example, 
visiting the upscale shopping district known as 
the Promenade on the Peninsula, which services 
four cities on the Palos Verdes Peninsula: 
Rolling Hills Estates, Palos Verdes Estates, 
Rancho Palos Verdes, and Rolling Hills. 
Shoppers were prescreened to ensure that they 
were residents of zip code 90274. Of those 
surveyed, 60 met the thresholds for age, 
education, and household income regarding the 
segments that Claritas provided and thus were 
included in the analysis as_ patricians. The 
researchers also went to a variety of shopping 
malls in the San Fernando Valley area of Los 
Angeles (e.g., Westfield Promenade in 
Woodland Hills) and collected similar data from 
residents of zip codes 91371, 91601, and 91607. 


Stimuli and design. Respondents were shown 
nine designer handbags, six of which were the 
focal bags of interest. These six included three 
pairs of bags from the individual luxury brands 
Chanel (most expensive), LV, and Coach (least 
expensive). For each brand, we se lected a bag 
that was pretested to rate at the high end on the 
prominence scale and one rated at the low end. 
The remaining three bags were inexpensive 
fillers (one Ralph Lauren, one Kipling, and one 
Longchamp). For both LV and Coach, the quiet 
handbag was more expensive than the loud 
handbag. For Chanel, the loud bag was more 
expensive and the most expensive one in the set. 
Although Coach’s position as a luxury brand is 
hotly debated, we included this brand because, 
at the time of the study, it was by far the market 


leader in handbags and leather accessories in the 
United States (Hass 2008) and ranked first in the 
Luxury Institute’s “Handbag Brands 2008” 
report that analyzed which of 26 brands luxury 
consumers are most familiar (Hall 2008). In the 
first condition, pictures of these nine handbags 
were shown with the respective brand names 
printed below each image. In the second 
condition, the brand names were removed, and 
the bags were shown without any additional 
information. As mentioned previously, we ran 
this study on two distinct populations described 
as patricians and nonpatricians. As such, the 
design was a 2 (class: patricians versus 
nonpatricians) 2 (brand prominence: loud 
versus quiet) . 2 (identification: brand names 
provided, brand names not provided). Class and 
identification varied between subjects, and 
brand prominence varied within subjects. 
Respondents were asked to rank the nine 
handbags from most to least expensive. We 
predicted a three-way interaction such that brand 
prominence would elevate price perceptions 
(i.e., rankings) but only when the brand name 
was absent and respondents were not patricians. 
Patricians should recognize the quieter prestige 
bags (the quiet Chanel, LV, and Coach purses in 
the set) for what they are even without the brand 
name present. However, the brand serves as a 
cue regarding price to the nonpatricians. Only 
when the brand names were present were the 
nonpatricians expected to recognize the quiet 
luxury bags for what they were and rank them 
appropriately. Therefore, we expected the 
presence or absence of brand names to affect 
price rankings only for nonpatricians, who rely 
on overt branding as a signal. Recall that 
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patricians are characterized by the typology 
according to their financial means (high) and 
need for status (low). In terms of a manipulation 
check, we expected the patricians to have a 
lower consumption-related need for status than 
the nonpatricians because patricians are not as 
concerned with differentiating themselves 
vertically from lower groups. Respondents 
completed Eastman, Goldsmith, and Flynn’s 
(1999) need-for-status scale, which comprises 
statements such as “The status of a product is 
irrelevant to me” and “I would pay more for a 
product if it had status,” to which respondents 
indicated their level of agreement on a seven- 
point Likert scale. With respect to financial 
means, we relied on income as a proxy, asking 
respondents to report their annual household 
income on a six-item scale (i.e., under $59,999, 
$60,000-$99,999, $100,000—$139,999, 
$140,000—-$179,999, $180,000-$209,999, and 
$210,000+). We also collected — other 
demographic variables, such as age, race, and 
gender. 


Results 


To test whether the screening of the sample of 
Palos Verdes Peninsula residents was effective, 
we first compared their need for status with the 
San Fernando Valley population. As we 
expected, those surveyed from zip code 90274 
(1.e., patricians) had a lower need for status on 
the Eastman, Goldsmith, and Flynn (1999) scale 
(Mpatricians = 3.59 versus Monpatricians = 4.51; F = 
63.27, p < .O1). For income, we compared the 
average rank on the six-tiered scale across the 
two groups, such that a higher number 
corresponded to a higher income bracket (e.g., 6 
= $210,000+). Patricians reported higher annual 
household incomes than nonpatricians (Mpatricians 
= 4.12 versus Mnonpatricians = 2.15; F = 45.91, p < 
.O1). Taken together, differences in need for 
status and income enable us to contrast distinct 
groups of consumers classified according to the 
typology as patricians and nonpatricians. 


We analyzed the data using three separate 
analyses of variance (one for each brand) with 
main effects for the type of purse (quiet versus 
loud), the condition (brands versus no brands), 
and the respondent type (patrician versus 
nonpatricians) with the three two-way 
interactions and the three three-way interactions. 
The three-way interactions for LV and Chanel 
were significant (pry < .O1, Deonaner < -01); for 
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Coach, it was not significant (Dcoach = .44). Most 
two-way interactions (six of nine) were 
significant at p < 01; two others were 
marginally significant (p = .07, p = .09). The 
mean scores by population appear in Figure 5. In 
this graph, the loud bags are depicted with bold 
lines, and the quiet bags are depicted with thin 
lines. 


The pattern of results reveals that patricians are 
more apt to recognize the true value of the bags 
we tested. They correctly rank-ordered the bags 
from most expensive to least expensive and did 
so with or without explicit brand names (none of 
the rankings differed significantly when brand 
names were present or absent; for all bags, p > 

.3). They even recognized correctly that the loud 
Chanel bag was more expensive than the quiet 
one and that, for the LV and Coach handbags, it 
was the opposite. Thus, they were not misled by 
the prominence of the brand names. In contrast, 
nonpatricians ranked all three loud bags higher 
than the quiet bags when no brand names were 
present. When brand names were present, the 
quiet LV and Chanel bags received a boost in 
rating, and the loud LV and Coach bags fell in 
the ranking (all changes are significant at p < 

.O1), such that the quiet bags were rated higher 
than their loud counterpart (for LV and Chanel, 
differences are significant at p < .01; for Coach, 
p = .06). These results are substantively identical 
if we separate the wealthy respondents (income 

>$99,000) of the nonpatrician sample (21 
respondents) from the other nonpatricians. With 


a significantly higher need for status than the 
patricians (Mpatricians = 3.59 versus Muich-income 
Nonpatricians = 4.46; F = 26.9, p < .O1), this group 
qualifies as parvenus. Their rank-ordering of the 
handbags is the same as the other nonpatricians 
(for all six brands, p > .05), while it is different 
from the rankings of the patricians. Notably, the 
nonpatricians erroneously rated the quiet Chanel 
bag as being more expensive than the loud one, 
while the patricians correctly rated the loud bag 
in this instance as more expensive. 


Given that the dependent variable was ordinal 
(rank) rather than interval and that the rank 
given to a bag by one person is not independent 
of the ranks he or she gives to the other bags (no 
two bags can be ranked first by the same 
person), we checked the robustness of the results 
using a series of Kolmogorov—Smirnov tests. 
We use these tests to compare the distribution of 
rankings for a single bag for a single group (e., 
within patricians or within nonpatricians) in the 
no-brand versus brand-provided conditions. The 
p-values for each pairing appear in Figure 5. As 
expected, we find no change among patricians 
(their rankings did not change when the brand 
was present versus when it was not), while four 
of six change significantly when the brands were 
present for the nonpatricians. This confirms that 
patricians do not need to be told the brand 
names of the bags to know their relative prices, 
while the nonpatricians significantly change 
their ordering when the brand names are 
revealed. 


FIGURE 5 
Signal Recognition Among Patricians and Nonpatricians 
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Notes: p-values are derived from Kolmogorov—Smirnov tests between no brands and brands for each product. 


Discussion 


Study 3 demonstrates that patricians do not 
require prominent brand markings to judge the 
value of a bag. They can recognize bags from 
the subtle design features of each of the 
manufacturers and accurately judge their relative 
price. During interview debriefings, patricians 
told us about these subtle cues, including the 
shape of LV’s handle base, leather reinforced 
corners, and removable key bell, as well as 
Chanel’s Mademoiselle turn lock, interlaced 
chains, and quilted stitching. These details are 
often lost on nonpatricians, who need to see the 
brand prominently displayed to recognize a bag 
as an expensive luxury brand. Recall the 
discussion of the Bottega Veneta brand, which 
turned its back on being easily recognizable to 
the masses by putting its logo discreetly inside 
its creations. [It would appear that this brand 
caters to patricians. 


This differential ability to recognize signals 1s 
essential for explaining the difference in 
behavior between patricians and other classes of 
consumers. Patricians can read the subtle signals 
and thus can use quiet products to signal 
horizontally. In contrast, parvenus, poseurs, and 
proletarians require coarser signals. Thus, 
parvenus use loud products to signal to the 
groups below them that they are distinct. They 
want to indicate to the have-nots that they are 
elite and to the haves that they are part of their 
group. The irony is that while many parvenus 
believe they are saying to the world that they are 
not have-nots, in reality, they may also be 
signalling to patricians, the group they want to 
associate with, that they are not one of them. 


STUDY 4: 
ASSOCIATIVE/DISSOCIATIVE 
MOTIVES AND BRAND PROMINENCE 


In this study, we set out to test several 
predictions that emerge from the model. First, 
we predict that patricians prefer relatively quiet 
bags, and parvenus and poseurs prefer relatively 
loud bags. Second, we _ propose that this 
preference is due, in part, to whom they intend 
to signal, which would be reflected by different 
associative/dissociative motives. We_ expect 
patricians to report that they want to associate 
with other patricians but do not have a specific 
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desire to dissociate from the other three groups. 
In contrast, we expect that parvenus will display 
a desire to dissociate from poseurs and 
proletarians (the have-nots) while associating 
with parvenus and patricians (the haves). Similar 
to the parvenus, poseurs will seek the company 
of the haves but are not expected to display the 
same desire to dissociate from the have-nots as 
the parvenus. Finally, we do not expect the 
proletarians to display any strong 
associative/dissociative tendencies. 


Method 


Participants in Study 4 were 120 survey 
respondents initially screened in a manner 
identical to that in Study 3. In this study, 
however, we collected a proportionally larger 
sample of nonpatricians with the hope of 
ensuring a significant representation from each 
of the three other classes of consumers. The zip 
codes, along with these measures of income and 
need for status, enabled us to classify 
respondents as patricians, parvenus, poseurs, or 
proletarians. In addition, we pretested four 
separate descriptions of individuals such that 
each was viewed as distinctly representing 
someone from one of the four classes of 
consumers defined by our taxonomy (see 
Appendix B). As a further check, respondents 
were asked to read each portrayal and to rank 
them in terms of how similar they were to the 
person being described. We expected their self- 
categorization to be consistent with the 
classification made based on wealth and need 
for status. 


Next, respondents were asked to indicate their 
desire to associate with or dissociate from each 
of the four classes of consumers in_ the 
taxonomy using graphical images to measure the 
relationship between the self and the groups 
developed by Schubert and Otten (2002). The 
OSIO (overlap of self, in-group, and out-group) 
self-categorization scale includes seven pictures, 
each displaying a small circle (labeled “self’) in 
various stages of overlap with a larger circle 
(labeled “they’’) such that a seven-point scale is 
created on the basis of the distance between the 
midpoints of the two circles ranging from a long 
distance (coded as 1) to a medium distance (4) 
to zero distance (7). The scale draws on the 
technique for measuring interpersonal closeness 
that Aron, Aron, and Smollan (1992) developed 


15 | Signaling Status with Luxury Goods 


and research demonstrating that group 
identification can be measured by the degree to 
which a group 1s included in the self (Coats et al. 
2000; Tropp and Wright 2001). 


Finally, respondents chose their preferred 
handbag among three pairs of purses, such that a 
picture of a loud luxury bag was coupled with a 
quiet handbag that was virtually identical except 
for the degree of brand prominence. The use of 
“twin” bags was intended to control for 
influence of factors other than how loudly or 
quietly the brand was displayed, such as 
idiosyncratic preferences based on a _ specific 
bag’s aesthetics. Although the bags were chosen 
to minimize any difference in price, respondents 
were instructed to make their choice assuming 
that either bag could be acquired for the same 
price. Survey participants then completed 
measures similar to those collected in Study 3, 
including Eastman, Goldsmith, and Flynn’s 
(1999) need-for- status scale, as well as a series 
of demographic questions, including income, 
race, and gender, before being debriefed 
regarding the true intent of the study. 


A subsample of 65 respondents in the San 
Fernando Valley were surveyed separately in 
much the same way, except that they indicated 
their preference between a loud and a quiet 
handbag for only a single pair before being 
asked the following: 


Assume your friend is traveling abroad and can 
purchase a _ counterfeit of your _ preferred 
handbag. It would be indistinguishable from the 
authentic handbag to observers on the street. 
How likely would you be to ask your friend to 
secure you a knockoff? 


Respondents indicated the likelihood on a 
seven-point scale ranging from “not at all” (1) to 
“extremely” (7). They were also asked if they 
owned any fake handbags and, if so, to indicate 
how many they owned. They, too, completed 
Eastman, Goldsmith, and Flynn’s (1999) need- 
for-status scale and indicated their income, age, 
and gender. 


Results 


Table 6 presents basic statistics about the 120 
respondents. The statistics are broken down 
according to a classification of respondents into 
the four classes given a median split on income 
(<$99,000 a year versus >$99,000) and need for 


status (<4.2 on a seven-point scale versus >4.2). 
The results are substantively identical when we 
use the self-classification into the four groups 
rather than the classification based on_ the 
median split: 72% of the participants self- 
classified themselves in line with the median 
split. 


Self-report measures of income indicate that 
those who would be classified as patricians have 
the highest income, followed by _ parvenus, 
poseurs, and proletarians. The differences in 
income between poseurs and proletarians is not 
significant (p = .18), while the difference 
between patricians and parvenus is (p < .05), as 
is the difference between parvenus and poseurs 
or proletarians (for both, p < .05). Although the 
taxonomy does not specify an income difference 
between patricians and parvenus, we suspect 
that this difference occurred as a result of the 
collection methodology that sought out 
patricians from a zip code where incomes are 
some of the highest in the country. In terms of 
need for status, consistent with our theorizing, 
we observe two groups: Patricians and 
proletarians possess a lower need for status, and 
parvenus and poseurs possess a higher need for 
status. Individual contrasts between high and 
low need for status groups are significant at p < 
.O1, while contrasts within high or low need for 
Status groups are not significant at p = .05. 
TABLE 6 


Study 3: Summary Statistics for Income and Need 
for Status Based on Median Split 


Class N Income Need for Status 
Patrician 25 4.484 3.254 
Parvenu 31 4.118 5.085 
Poseur 32 1.416 4.99b 
Proletarian 32 1.365 3.65¢ 


Notes: Numbers with the same superscript column-wise are not sta- 
tistically different from each other. 


TABLE 7 
Study 3: Class and Associative/Dissociative 
Preferences Based on Median Split 


Patrician Parvenu Poseur Proletarian 


Class Ms. K Ms. A Mr. L Mr. T 
Patrician 5.69a 3.766 3.836 3.72b 
Parvenu 5.19a 4.78a 3.22b 3.006 
Poseur 5.204 4.90a 3.77b 3.52b 


Proletarian 4.13a 4.00a 4.17a 3.904 


Notes: Numbers with the same superscript row-wise are not statisti- 
cally different from each other. 


In terms of each group’s desire to associate with 
and dissociate from their own and the other 
three groups (see Table 7 and Figure 5), as 
expected, we find that patricians want to 


associate with other patricians but do not 
attempt to dissociate from the other groups. 
Parvenus want to associate with both patricians 
and parvenus (the haves) and exhibit a strong 
desire to dissociate from  poseurs and 
proletarians (the have-nots). Akin to the 
parvenus, the poseurs seek the company of the 
haves, but they do not show a meaningful desire 
to dissociate from the have-nots. Finally, the 
proletarians seem happy to associate with all 
four groups without any significant differences. 


Preference Between Loud and 
Quiet Luxury 


The purpose of the study was to determine 
whether the likelihood of purchasing a loud 
rather than quiet bag varied by group. We 
predicted that patricians would prefer quieter 
bags, while parvenus and poseurs would prefer 
louder bags. We did not make a prediction about 
proletarians. To test these predictions, we ran a 
logit regression using each _ respondent’s 
selection when offered a choice between loud 
and quiet twin bags (three choices per 
respondent) as the dependent variable and the 
respondents’ self-classification into one of the 
four groups as the independent variable. We 
found no difference based on order (the 
handbags appeared in the same order, so we 
originally included dummies to account for 
order), so we collapsed the data. Again, the 
results are substantively identical if we use self- 
categorizations instead of median splits to 
classify respondents into the four groups. 


We find that the least likely group to buy a loud 
bag is the patricians (6 = —1.82, p < .01, P[Buy 
Loud] = .14). Proletarians are indifferent 
between loud and quiet bags (6 = .01, p = .93, 
P[Buy Loud] = .50). The other two groups show 
a likelihood significantly larger than 50% of 
purchasing a loud bag, with the parvenus 
exhibiting a likelihood of a loud purchase at 
71.60% (6 = .93, p < .O1) and the poseurs a 
likelihood of 74.71% (B = 1.08, p < .01). The 
difference between the parvenus and the poseurs 
is not significant (p = .65). These results provide 
support for the model, demonstrating the 
usefulness of using the taxonomy to classify 
consumers and how this classification 1s 
indicative of social motives and, __ thus, 
preferences between quiet and loud luxury 
goods. 
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Finally, the subsample of respondents asked 
about their likelihood of purchasing a 
counterfeit bag was categorized in accordance 
with the same methodology described 
previously. This revealed a relatively small 
sample of patricians and proletarians (five of 
each group), who we excluded from_ the 
analysis, given our focus on the difference 
between poseurs (33) and parvenus (22). First, 
as we expected, these parvenus and poseurs 
exhibited a distinct preference for loud handbags 
(84%), which makes them the prime market for 
counterfeit bags. Second, poseurs expressed a 
significantly greater intent to purchase a 
counterfeit bag than parvenus (88% versus 18%, 
respectively; Wald y° = 18.90, p < .01). In 
addition, they were more likely to own a 
counterfeit bag (88% versus 23%, respectively; 
Wald y° = 20.58, p < .01) and reported owning 
more counterfeit bags on average (Uposeurs = 1.72 
VEFSUS [parvenus = -23, t21 = 4.53, p < .O1). 


Discussion 


In Study 4, we demonstrate the usefulness of our 
taxonomy for classifying consumers both in 
predicting their social motives (associative and 
dissociative) and, more important for marketers, 
in predicting their preferences between loud and 
quiet products. Furthermore, we show _ that 
poseurs are significantly more likely to buy 
counterfeits than parvenus. Intuitively, this 
follows from their high need for status and their 
low financial means. Note that though the 
sample was small, not one of the five patricians 
surveyed was inclined to buy a counterfeit. 
Recent work by Commuri (2009) _ has 
documented how, because of a proliferation of 
counterfeiting, the social elite in India and 
Thailand gravitate pre-emptively toward brands 
that lower-income consumers find difficult to 
detect. Although this is not the primary motive 
here, the findings suggest that patricians stick 
with the brand but favor items that are least 
likely to be copied— namely, the quiet ones. 


GENERAL DISCUSSION 


Veblen’s (1899) view of — conspicuous 
consumption assumes the prevalence of a need 
for status. Savvy luxury goods manufacturers 
apparently find enormous support for this idea, 
as a more than $200 billion global luxury 
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industry has developed in part because of 
traditional luxury houses such as Dior, Cartier, 
and Chanel moving down-market (Gumbel 
2007). This recent large-scale foray of luxury 
brands into mass marketing has transformed 
Veblen’s two-tier society (the haves and the 
have-nots) into a more complex array of 
consumers who use luxury to signal in many 
different ways and for many different reasons. A 
better understanding of the luxury goods market 
requires a variety of discriminate methods 
designed to capture the many motivations for 
conspicuous consumption. We _ propose a 
classification of consumers into four groups 
based on their wealth and need for status. 


Note that though we speak of four classes as if 
consumers behave strictly according to our 
rules, in actuality, behavior may vary depending 
on the product category and the usage occasion. 
A patrician might wear a Rolex (a classic 
parvenu brand) while sailing because the Yacht- 
Master II is a dependable, indestructible watch. 
Functionality prevails, though a signaling 
motivation might be mistakenly inferred. A 
proletarian might splurge once on an LV bag 
that she has seen a celebrity carry, indulging in 
what Dubois and Laurent (1995) call an 
excursion into luxury. Certainly, there are finer 
gradations of consumers that could be explored. 
However, our model speaks to the empirical 
generalities observed in real-world data and 
distinct affiliation desires as well as _ varied 
product and price knowledge revealed by the 
field studies. 


Although branding experts typically advise 
marketers to ensure that their brand is clearly 
and prominently displayed on products, this 
prescription may not hold for some luxury 
goods, particularly those at the high end of the 
product line. With the handbag and shoe data, 
consumers could buy a functionally equivalent 
good in either a loud or a quiet version. Indeed, 
many of the purses and shoes in Study 1 
included twins or triplets—bags or shoes that 
were otherwise identical but differed in their 
exterior design and, thus, brand prominence. A 
strength of this research is that we demonstrate 
how less expensive, louder products are geared 
to a different class of customer than subtler, 
more expensive goods.We show how luxury 
goods manufacturers can target two types of 
customers simultaneously by making their 


brands more or less prominent and varying price 
accordingly across products within a single line. 
Managerial Implications 


The findings have numerous implications for 
managers in the luxury space. First, the findings 
suggest that managers need to develop a griffe 
(from the French word for “scratch’’), or a set of 
special signatures, for their brand. They need to 
develop the subtle cues that identify their 
products as their own even in the absence of an 
explicit logo or brand name. Remove _ the 
emblem and a Porsche is still recognizable as a 
Porsche; it will not be confused with a Maserati 
or Lexus. Even the Cayenne sport-utility vehicle 
looks like a Porsche. In contrast, remove the star 
from its hood and a Mercedes might be mistaken 
in passing for a Lexus. Consider how Gucci uses 
its distinctive bamboo as hinges on sunglasses, 
handles on purses, and bands on watches. The 
griffe allows patricians to signal associative 
desires to each other without sending the 
dissociative message that parvenus do when 
they signal using loud products. Along with 
developing a griffe, firms should educate certain 
target customers about these subtle but 
recognizable details. For example, watchmaker 
Breguet informs its clientele about “the discreet 
decorative details that constitute the Breguet 
style,” including the Breguet cursive numerals 
and engine-turned silver dials. 


Second, a luxury goods manufacturer may want 
to resist the urge to leverage its brand by 
popularizing its trademark. Short-term sales can 
be increased by establishing a lowerpriced line 
or extending the brand to multiple categories; 
these products are likely to sell well if they are 
advertised with the prestigious labels of their 
high-priced forebears. However, if too many 
people sport the brand’s logo, the mark loses its 
value as a dissociative status signal. This was a 
problem that Burberry faced in the 1990s when 
its trademark checked plaid became ubiquitous 
and was fashioned into everything from bikinis 
to umbrellas. Conversely, reining the brand in 
too tightly may make it irrelevant and limit its 
value as a signal to the lower classes, required 
for the parvenus. A delicate balance must be 
struck, which is what Burberry attempted to do 
when it vastly reduced its number of loud 
products and began taking its signature check 
“undercover” (e.g., putting it subtly under a shirt 
collar and inside pockets). Our work suggests 
that a mixture of quiet items known for their 


quality, aesthetics, and other attributes with loud 
items that allow parvenus to satisfy their 
consumption-related need for status has helped 
LV and Gucci become the world’s first and third 
“most powerful” luxury brands, respectively 
(Sherman 2008). 


Third, although marketers traditionally 
recommend that firms focus their advertising on 
their target market, luxury goods manufacturers 
must consider advertising to everybody. 
Parvenus should believe that proletarians and 
poseurs know the brand and will recognize them 
as wealthy when they display it. If the brand 
were unknown to the general public, it would 
not serve as a dissociative signal. In addition, 
when advertising to the masses, the message 
must be aspirational rather than functional. 
Consider LV’s 2008 foray into television 
advertising. The campaign promoted the brand, 
not any specific product, and a handbag made 
only one fleeting appearance. Focusing on its 
travel heritage with a collage of moody images 
from France, Spain, India, and Japan, the 
advertisement was intended to tell consumers 
that LV is something “éphémere, but also 
something that stays’ (Pfanner 2008). 


Finally, it may prove useful for luxury goods 
manufacturers to reassess. the _ traditional 
pyramid approach to luxury. Conventional 
wisdom depicts a “trickle-down” theory of 
status. For example, haute couture is notoriously 
unprofitable for design houses but a necessity in 
appealing to those who aspire to have $100,000 
custom-made dresses with more moderately 
priced designs. The notion is that luxury brands 
must appeal to the créme de la creme of clientele 
for less sophisticated consumers to find their 
wares attractive. This may not always be the 
case. Indeed, it seems that label-conscious 
parvenus cannot recognize, and thus may not be 
aware of, much of what the patricians are 
buying, whether it is their $3,500 bottles of 
Krug Clos d’Ambonnay champagne (not $125 
Dom Perignon) or $1,350 Bottega Veneta 
wedge-heel shoes (not $200 Betsey Johnson 
wedges). 


Limitations and Further Research 


This work is not without its limitations. First, 
the counterfeit data are based on what is offered 
by Asian producers and resellers. Much of what 
is known about consumer attitudes toward 
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counterfeits and why they buy is presumed to 
generalize across borders (see Commuri 2009). 
However, it would be useful if, in the future, 
researchers could document what is brought into 
or sold more directly in the United States to 
better understand the trends among _ local 
consumers. Future work could explore cultural 
differences involving false signaling using 
counterfeit luxury goods. 


Second, we based this investigation of brand 
prominence on what firms such as LV, Gucci, 
and Mercedes-Benz offer in their product line 
and not what sells. Further research could track 
sales, perhaps identifying undocumented reasons 
consumers buy particular styles or designs. To 
this end, we explore what signals are 
recognizable and which types of designs are 
favored, but we do not delve deeper into the 
aesthetic and emotional components of the 
decision. This is a topic we plan to explore in 
the future as we examine the emotional 
responses involved in signalling and counter- 
signaling using luxury goods. This promises to 
be a fruitful avenue for future work. A strength 
of this research is the documentation of how 
price and brand prominence vary within a single 
brand’s product line. However, a question for 
further research might be how firms that market 
more conspicuously branded goods than those 
we presented here might affect their status by 
introducing quieter goods. For example, we 
would predict that Coach, renowned as 
“affordable luxury,” would cost less and offer a 
louder line of handbags on average than LV. 
Indeed, the average bag at the Coach Allentown, 
Penn., store costs $300, and the firm produces 
only a small number of expensive items (Hass 
2008).Would introducing a line of quieter 
products help elevate Coach’s status? Coach is 
planning to offer higher-priced, toned- down 
products, including a $2,100 ostrich version of 
its Hamptons bag at its boutique store on 
Bleecker Street in Manhattan, as an experiment 
in appealing to more affluent consumers (Hass 
2008). It 1s yet to be found whether the products 
offered at this new boutiques will elevate the 
store’s status among New Yorkers to the levels 
of Gucci or LV. 


APPENDIX A 
SELECTED CLARITAS SEGMENTS 


Code 01: Upper Crust:Wealthy, OlderWithout 
Kids 
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The nation’s most exclusive address, Upper 
Crust is the wealthiest lifestyle in America—a 
haven for empty-nesting couples between the 
ages of 45 and 64. No segment has a higher 
concentration of residents earning over 
$100,000 a year or possessing a postgraduate 
degree. And none has a more opulent standard 
of living. 


2007 Statistics 
1 Households: 1,733,015 
Proportion of population: 1.52% 
1 Median income: $111,546 
1 Age ranges: 45-64 


Code 02: Blue Blood Estates:Wealthy, 
OlderWith Kids 

Blue Blood Estates is a family portrait of 
suburban wealth, a place of million-dollar 
homes and manicured lawns, high-end cars, and 
exclusive private clubs. The nation’s second 
wealthiest lifestyle is characterized by married 
couples with children, graduate degrees, a 
significant percentage of Asian Americans, and 
six-figure incomes earned’ by _ business 
executives, managers, and professionals. 


2007 Statistics 
1 Households: 1,113,569 
Proportion of population: .98% 
1 Median income: $116,546 
1 Age ranges: 45-64 


Code 03: Movers & Shakers:Wealthy, Middle 
Age Without Kids 

Movers & Shakers is home to America’s up- 
and-coming business class: a wealthy suburban 
world of dual-income couples who are highly 
educated, typically between the ages of 35 and 
54. Given its high percentage of executives and 
white-collar professionals, there’s a decided 
business bent to this segment: members of 
Movers & Shakers rank number one for owning 
a small business and having a home office. 


2007 Statistics 
1 Households: 1,836,308 
[ Proportion of population: 1.62% 


Co 


Median income: $100,275 
Age ranges: 35—54 


Co 


APPENDIX B 

DESCRIPTIONS OF PROTOTYPES OF 
THE FOUR CLASSES OF 
CONSUMERS 


Ms. K (Patrician) 


Ms. K lives in Boston. She is a lawyer and 
partner at a firm begun by her great grandfather. 
She cut her hair short after she became tired of 
the knots and tangles caused by driving with the 
top down in her convertible. She likes to take ski 
vacations whenever she gets a chance and owns 
a chalet in Aspen. Her favorite brand is Chanel 
and her favorite purse is the iconic Chanel 2.55 
bag, which was introduced in 1955. She collects 
modern art and sits on the board of directors for 
several museums and galleries. She finds 
ostentatious products that have the brand 
plastered on them offensive and the nouveaux 
riches completely gauche. 


Ms. A (Parvenu) 


Ms. A owns a family-run restaurant in Chicago. 
She started as a prep cook at a small local 
restaurant and worked as a waitress, bartender, 
and manager. With her experience in_ local 
restaurants, she started up her own contract 
catering business, which was a big success and 
led to opening her own restaurant. She now lives 
in Oak Park, Illinois, where she remodeled her 
house to look as if it were designed by Frank 
LloydWright. She often shops at 
Bloomingdale’s and drives a Lexus ES. She 
loves Prada but only wishes the emblems on the 
products were bigger so everyone could see she 
wears Prada. 


Mr. L (Poseur) 


Mr. L works as an accountant for an 
independent CPA office in Indianapolis. He 
likes to work on cars and has customized his 

2004 Lancer. He is now considering buying a 
convertible and restoring it. He loves barbecue 
and has several different kinds of grills and 
smokers. He likes Ed Hardy and Affliction and 
has become a big fan of mixed martial arts. He 
resents paying more than $50 for a T-shirt so he 
buys knock-offs in downtown LA. He has a 
sneaker collection, with more than 70 pairs of 


shoes including classic Nike and Adidas designs 
from the 1980s. He loves premium brands but 
thinks the companies make too much money on 
them and thus’ has no- problem’ with 
counterfeits—including a fake gold Rolex his 
friends admire. 


Mr. T (Proletarian) 


Mr. T is a cashier at a supermarket in Los 
Angeles. He works a minimum of 30 hours a 
week and he spends the rest of his week 
auditioning for roles. He drives a used Hyundai 
because it’s cheap and reliable, and he doesn’t 
pay much attention to all the hype about fancy 
cars. He eats a lot of Baja Fresh and has driven 
into Tijuana and down to Rosarita Beach, where 
his favorite Mexican restaurant is located. He is 
a big fan of Patron tequila. He likes Sketchers 
shoes and has several pairs, although he does not 
pay much attention to brands. 
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ABSTRACT 


As a result of the diminishing effectiveness of broadcast advertising, firms are increasingly 
turning to product placements in films and television to promote their products. A growing 
stream of product placement research has conducted surveys of consumer and practitioner 
views on the practice and experiments to gauge product placement’s impact on brand 
awareness, attitudes, and purchase intent. However, there is no evidence of whether firms’ 
investments in film product placements are worthwhile. The event study of 126 product 
placements in successful films during 2002 reveals a mean cumulative abnormal return of 
.89% during the film’s opening, indicating that product placement in a successful film is 
associated with positive movements in firm stock prices. Cross-sectional analysis of the 
returns offers new insight into how product, film, and execution factors influence the 
placement’s worth. The authors find that placement abnormal returns are enhanced by tie- 
in advertising and brand equity but are inhibited by audience absorption, critical acclaim, 
and violent film content. Placement modality, character associations, and blatancy also 
significantly affect the placement's value. 


Keywords: product placement, brand integration, event study, movies, abnormal returns 


The shareholder returns to marketing actions 
and resource deployments are a primary concern 
of scholars and firms (Rust et al. 2004). As one 
of the most visible areas of marketing activity 
and the largest item of marketing spending in 
most firms, advertising has been an area of 
particular interest to researchers and managers. 
Several empirical studies of the advertising— 
performance relationship have provided strong 
evidence that firms’ traditional advertising 
communications generate positive wealth for 
Shareholders (Conchar, Crask, and Zinkhan 


2005). However, because of growing consumer 
resistance to traditional broadcast advertising, 
firms are increasingly turning to alternative 
ways to reach consumers and enhance the value 
of their brands (Elliot 2008; Keller 2001). An 
alternative that has received particular interest 
among many firms is product placement in 
television and films. 


Product placement (also sometimes referred to 
as “brand integration’) is the inclusion of 
branded products or identifiers through audio or 


visual means within mass media programming 
(Balasubramanian 1994). Film product 
placement originated in the 1940s, but only in 
the past decade have firms employed it as a key 
marketing tactic (Karrh, McKee, and Pardun 

2003). Firms paid $722 million in fees, free 
products, and promotional support for film 
product placement in 2005, and by 2010, 
spending on film placement is predicted to surge 
to $1.8 billion (PQ Media 2006). In general, fees 
for individual placements are not disclosed, but 
firms are known to have contributed $25 million 
toward the production cost of Minority Report to 
showcase their products and services (Grossberg 

2002). Cadbury Schweppes and Mitsubishi have 
each spent tens of millions of dollars promoting 
film placements, and Volkswagen will spend 

$200 million on fees and promotion to be 
integrated into NBC Universal’s films and 

television programs (Finnigan 2002; Ives 2005; 

Linnet and Halliday 2003). 


However, in contrast to traditional broadcast 
advertising activities, the literature reveals little 
evidence on whether these investments pay off 
(Balasubramanian, Karrh, and Patwardhan 
2006), and firms are either unable or unwilling 
to make such assessments (Russell and Belch 
2005). Given the increasing pressures to hold 
marketing expenditures accountable (Day and 
Fahey 1988; Luo and Donthu 2006; Rust et al. 
2004) and managers’ evident uncertainty about 
the legitimacy and role of film _ product 
placement in their marketing _ strategies, 
objective assessments that calibrate the 
contribution of film placement to firms’ 
expected cash flows and profits are urgently 
needed. To address this important knowledge 
gap, this article addresses the fundamental 
question of the economic worth of placement in 
films. 


We investigate the worth of product placements 
in films through an event study. Event studies 
are commonly used to assess the returns to a 
marketing action because it is extremely 
difficult to control for all the other concomitant 
factors that influence firm revenue and profits 
(Geyskens, Gielens, and Dekimpe 2002). Event 
studies allow the event’s unique contribution to 
the firm’s future profit performance to be 
isolated and measured (Hyman and Mathur 
2005). Examining the highest-grossing movies 
in 2002, we show that product placements in 
successful films are associated with abnormal 
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returns for shareholders. This provides the first 
empirical evidence to support the value of film 
product placement. In addition, we advance 
theoretical understanding by constructing a 
comprehensive model of the product and 
program factors that affect film placement 
worth, and we test this model using a cross- 
sectional analysis of the abnormal returns. This 
provides important new insights into which 
placement strategies maximize shareholder 
value. 


We organize the remainder of the article as 
follows: After reviewing the gaps that hinder our 
understanding of the returns to _ product 
placements in successful films, we integrate 
theory on the marketing—finance interface with 
insights from the advertising response and 
media effects literature streams to develop 
hypotheses on how product and film factors 
affect placement worth. We then review our data 
collection, and after presenting the results of the 
event study and the cross-sectional analysis, we 
discuss our findings. Finally, we discuss the 
theoretical and managerial implications of the 
study. 


LITERATURE REVIEW 


Considerable research indicates that firms’ 
advertising and marketing communication 
decisions have strong influences on firms’ stock 
prices. One perspective holds that advertising 
indicates the availability of discretionary firm 
resources and firm financial solvency (Erickson 
and Jacobson 1992), but spending on advertising 
is more commonly viewed as an investment in 
intangible firm assets, shaping the prospective 
size and vulnerability of the firm’s future cash 
flows (Srivastava, Shervani, and Fahey 1998). 
Advertising is also believed to raise the firm’s 
capital market visibility, which can broaden the 
firm’s investor base, improve liquidity, and 
lower the firm’s systematic risk and cost of 
capital (Grullon, Kanatas, and Weston 2004; 
McAlister, Srinivasan, and Kim 2007). Studies 
of firms’ aggregate advertising expenditures 
have found that increased levels of advertising 
and related brand-building activities are 
associated with enhanced cash flows and market 
values (Conchar, Crask, and Zinkhan 2005). 
However, the returns to individual ad campaigns 
are more variable (Agrawal and Kamakura 
1995; Tellis et al. 2005; Wiles 2007). 
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Evidence that alternative ways of enhancing 
product exposure are worthwhile is _ still 
emerging. The results from event studies suggest 
that major-league sports and Olympic 
sponsorships enhance firms’ stock prices (e.g., 
Cornwell, Pruitt, and Clark 2005), but the 
wisdom of less _ salient communication 
alternatives, such as product placement, remains 
unclear. Investors’ judgments of the worth of a 
firm’s marketing action are conditioned by the 
action’s perceived consumer impact (Lane and 
Jacobson 1995). Therefore, the economic return 
to product placement in successful films 1s 
inextricably connected to the placement’s 
expected effects on consumers. 


Scholars have primarily pointed to McCracken’s 
(1989) meaning-transfer model as a mechanism 
that can explain consumers’ response to 
placements. McCracken suggests that the use of 
celebrity endorsers is_ effective because 
celebrities are endowed with symbolic meaning 
that is passed on to the product through its 
association with the celebrity. In much the same 
way, popular entertainment has rich symbolic 
meaning that can be transferred to the placed 
product (Russell 2002). Consumers connect the 
film world to their own, mapping their 
aspirations onto the products placed in the film 
(DeLorme and Reid 1999), which in turn 
influences attitudes and consumption norms 
(Pechmann and Shih 1999). For these reasons, 
film and television product placements have 
been found to enhance brand awareness, 
attitudes, and purchase intent (e.g., D’Astous 
and Chartier 2000; Russell 2002). Prominent 
placements capture attention and enhance these 
intermediate consumer outcomes (e.g., Gupta 
and Lord 1998), but the enhancing effects of 
other execution factors, such as modality and 
plot connection, have received less consistent 
support (Law and Braun 2000; Russell 2002), 
clouding knowledge of which placements are 
valuable. 


Therefore, our review suggests that several gaps 
remain in the understanding of film product 
placement. Because there is no direct evidence 
connecting film placement to increases in firm 
cash flows and stock price performance, it 
remains unclear whether film placement is 
indeed a wise practice. Prior placement research 
has also paid little attention to how film 
characteristics affect placement outcomes. This 


oversight is surprising, given the substantial 
literature on how program factors affect ad 
effectiveness (Feltham and Arnold 1994). 
Because it is also not apparent how product- 
level factors affect placement value and because 
prior research has not simultaneously controlled 
for each of the different execution dimensions, 
firms have little knowledge about which 
placement opportunities to pursue. Thus, there is 
a need for research that can discern the worth of 
film placement and that considers 
simultaneously the effects of product, film, and 
execution factors. Our event study approach is 
uniquely suited to filling this gap. 


CONCEPTUAL FRAMEWORK 


Film placement worth is derived from the 
placement’s ability to influence shareholder 
value positively, and there are _ several 
hypotheses that can offer a credible mechanism 
by which product placement information affects 
investor decisions. First, the price pressure 
hypothesis states that public attention (Barber 
and Odean 2008; Meschke 2004) or public 
mood and enthusiasm (Fehle, Tsyplakov, and 
Zdorovtsov 2005; Huberman and Regev 2001) 
alone can move stock trading volume and prices. 
Second, the investor recognition hypothesis, 
originally developed by Merton (1987), 
highlights the role of increased publicity and 
firm awareness on investor trading behavior. 
According to this view, increased visibility for a 
firm can draw investor attention, induce some of 
these investors to follow the firm, and motivate 
these investors to become new _ shareholders, 
thus leading to a greater ownership base of the 
stock and greater liquidity (Grullon, Kanatas, 
and Weston 2004). Similarly, scholars have 
found that increased publicity for initial public 
offerings attracts additional retail investors to 
such offerings and enhances offer price 
valuations (Cook, Kieschnick, and Van Vess 

2007). Third, the investor sentiment hypothesis 
posits that sentimental investors may drive up 
the relative demand for shares of the firms that 
have the vector of principal characteristics that 
is compatible with their sentiment (Baker and 

Wuregler 2006). 


Perhaps more important, however, film 
placement information can also be expected to 
affect stock prices by directly changing investor 
expectations regarding the _ firm’s future 


financial performance, and thus there would also 
likely be information-based trading in response 
to the film placement event. Because the firm’s 
stock price reflects the discounted value of the 
firm’s expected cash flows, marketing activities 
that accelerate and enhance future cash flows 
have the ability to affect shareholder value 
positively (ae. the stock price effect) 
(Anderson, Fornell, and Mazvancheryl 2004; 
Gruca and Rego 2005; Rao and Bharadwaj 
2008). Financial markets are forward looking; 
thus, if the film placement has _ positive 
implications for the firm’s prospects, the firm’s 
market value will shift to reflect these 
anticipated changes in the firm’s financial 
performance before these changes actually 
occur. By building intangible market-based 
assets, firm marketing actions have the potential 
to shape prospective cash flows and, thus, the 
firm’s market value by (1) increasing cash flow 
levels, (2) accelerating cash flow timing, (3) 
reducing cash flow vulnerability, and (4) 
increasing the firm’s residual value (Fornell et 
al. 2006; Srivastava, Shervani, and Fahey 1998). 
Evidence suggests that film product placement 
can facilitate firm performance in each of these 
ways. 


How Film Product Placement 
Positively Shapes Expected Future 
Cash Flows 


First, there are strong reasons for investors to 
expect that film product placement enhances 
future cash flow levels. Ample evidence 
indicates that product placements increase 
consumer awareness and _ enhance brand 
attitudes (e.g., D’Astous and Chartier 2000; 
Gupta and Lord 1998). Thus, film product 
placement has the potential to improve brand 
equity, and improvements in brand equity have 
long been associated with increased consumer 
demand and increases in cash flow levels (Aaker 
and Day 1974; Conchar, Crask, and Zinkhan 
2005). Enhanced brand associations can also 
increase the perceived value of the firm’s 
offering and improve customer satisfaction, 
further facilitating cash flows (e.g., Gruca and 
Rego 2005; Rust, Zahorik, and Keiningham 
1995). For these reasons, strong links between 
brand enhancement and improvements in firm 
market value have often been observed (Aaker 
and Jacobson 2001; Lane and Jacobson 1995). 
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Second, film placements can enhance firm 
market values by accelerating the expected 
timing of the firm’s cash flows. Placements have 
been found to increase purchase intent (Gould, 
Gupta, and Grabner-Krauter 2000); thus, 
placements can lead to impulse purchases, 
which can accelerate the receipt of cash flows. A 
placement’s ability to stimulate new product 
uses and applications may also further facilitate 
investors’ expectations of firm cash flow timing. 
Placements are especially effective in 
encouraging new types of product consumption 
because placements are aspirational and can set 
consumption norms (Russell 1998). 


Third, film product placement has the potential 
to enhance firm market value by reducing the 
expected vulnerability of the firm’s cash flows. 
Consumers’ connections with films can create 
strong loyalty for the products in the film, 
creating substantial switching costs. Placements 
can also affect consumption trends and styles for 
years after the film’s release (Yorks 1989). 
Ford’s use of Steve McQueen in a 2005 

Mustang commercial further suggests that film 
placements can be an enduring source of 
positive brand associations and equity. 


Finally, film product placement can be expected 
to expand the firm’s customer base, increasing 
the firm’s residual value. The significant 
increase in sales of Red Stripe after The Firm 
and the Mini Cooper after The Italian Job 1s 
testament to the potential of film placement to 
attract new customers to brands. Moreover, film 
placements are an attractive way to _ target 
specific audiences, such as teenagers, and they 
allow firms to expose their products to 
consumers who would not normally pay 
attention to the brand. For example, Cadillac 
placed its cars in The Matrix Reloaded to reach a 
younger audience. 


In summary, extensive theory and evidence 
suggest that investors should react positively to 
film placement. Placements should lead 
investors to develop positive expectations for 
future financial performance because 
placements can lead to improvements in brand 
associations and loyalty that can accelerate and 
enhance the firm’s cash flows. For these 
reasons, we posit the following: 


H,: Film product placement is_ positively 
associated with a change in firm market value. 
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Following advertising response models 
(MacInnis and Jaworski 1989), we assert that 
the worth of a film product placement is related 
to product, film, and execution factors (see 
Figure 1), which affect the likely consumer and 
investor response to the placement. Because of 
the ample research on the execution factors, we 
incorporate these factors into our framework as 
controls. 


Product and Film Determinants of 
Placement Worth 


Tie-in advertising. Tie-in advertising occurs 
when the firm promotes a product’s appearance 
in a film before the film’s release. First, a reason 
cash flow levels due to the placement are 
enhanced is that tie-in advertisements facilitate 
consumer processing of the placement. Prior 
exposure to a concept increases the concept’s 
accessibility (.e., Higgins and King 1981), 
improving people’s ability to identify the 
concept in visually complex environments. 
Therefore, tie-in advertisements increase the 
likelihood that consumers will notice the 
placement in the film. 


Second, placements supported by tie-in 
advertising campaigns are worth more because 
the tie-in campaign strengthens consumers’ 
meaning transfer from the film to the product. 


FIGURE 1 


Consumers are more likely to draw film—product 
connections because the advertising and its cost 
highlight the placement’s significance to the 
firm. The expense and publicity of the tie-in 
campaign increase the placement’s diagnosticity 
(Kirmani 1990), elevating the importance of the 
placement in consumers’ network of brand 
associations. Tie-in advertising may also create 
contextual priming effects (Yi 1993), which 
further facilitate meaning transfer. 


Third, the expenditure of financial and 
organizational resources on the tie-in advertising 
also signals the placement’s strategic importance 
to the firm. The tie-in campaign indicates the 
priority that the firm places on leveraging its 
involvement with the film, suggesting that the 
firm considers the film’s associations vital 
additions to the brand. Investors may also 
respond more favorably because of the potential 
communication synergies of the tie-in campaign. 
In summary, tie-in advertising directs consumer 
attention to the placement and thus enhances 
film—product meaning transfer and bolsters film— 
product connections. For these reasons, we 
expect the following: 


H,: The worth of product placement in 
successful films is positively related to the 
presence of tie-in advertising. 


A Conceptual Model for the Worth of Product Placements in Successful Films 


Product Placement 
in Successful Films 


Hp: Tie-in advertising (+) 


Ha: Brand equity (+) 


Controls Controls 
eMarket value 


H-: Critical acclaim (-) 
He: Film violence (-) 


«Opening box office 
*Level of profanity 
eLevel of sexuality 
*Level of drug use 
eNumber of other 


Firm Market Value 


H,: Audience absorption Controls 


*Modaility 
*Plot connection 
eAssociated with star 


eRecurrent character 
association 


*Visual prominence 
eAudio valence 
ePlacement blatancy 
*Number of brands 


placements in film 





Brand equity. Familiar, favorably regarded 
brands have high brand equity (Keller 1993), 
and the returns from film product placement 
should be positively related to brand equity for 
three primary reasons. First, consumers’ 
motivation 

and ability to process the placement increase 
when the placement is for a strong, familiar 
brand rather than a weak, unfamiliar brand. 
Attention in cluttered visual environments 
focuses on objects with easily accessible 
attitudes, and consumers are more motivated to 
pay attention to advertisements for well-known 
brands (Tellis 1988). As a result, advertisements 
for well-known brands enjoy higher levels of 
recall, and well-known brands are less affected 
by competitive inference (Kent and Allen 1994), 
Thus, placements for high-equity brands are 
worth more because these brands draw attention, 
lengthening the opportunity for meaning 
transfer. 


Second, evidence also indicates that brand 
equity may enhance the mapping process. 
Because of consistency concerns, positive 
information is weighed more heavily when the 
brand is familiar and well regarded (Ahluwalia 
2002). Thus, the mapping of the film onto the 
product occurs more easily for high-equity 
brands, enhancing the increases in demand and 
cash flows from the placement. 


Third, placements for high-equity brands may 
convey more strategic information to financial 
markets. The highequity brand’s high familiarity 
suggests that the primary intent of the placement 
is not merely to increase brand exposure but also 
to deepen and enhance brand associations. 
Therefore, investors are likely to infer greater 
strategic significance to these brand placements. 
For example, the placement of Mercedes in Men 
in Black IT signified new emphasis on the fun of 
driving a Mercedes, a shift to enhance the 
brand’s appeal with younger consumers. Thus, 
brand equity expands the returns from film 
placement because it leads to _ favorable 
consumer processing and to positive inferences 
about the brand’s future strategic direction. 


H3: The worth of product placement in successful 
films is positively 
related to brand equity. 


Audience absorption. Theories from multiple 
research streams suggest that the level of 
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audience absorption affects | consumers’ 
motivation and ability to attend to placements. 
Media processing models from _ psychology 
contend that people process the narratives in 
books and films by becoming absorbed in and 
transported into the story (Dal Cin, Zanna, and 
Fong 2004). Absorption is a convergent process 
in which attention is focused on understanding 
the events in the narrative, leaving little 
motivation and ability for other tasks. People 
who are absorbed lose themselves in the story, 
thus limiting placement awareness. 


The relationship between advertising 
effectiveness and program involvement suggests 
additional evidence for the inhibiting effect of 
absorption. Most of this research has examined 
the effects of program involvement in situations, 
such as radio and television commercials, in 
which the program and the advertisement are 
presented sequentially (Lord and Burnkrant 
1993). With placements, however, _ the 
entertainment and commercial messages are 
presented concurrently. When the advertisement 
is presented at the same time as the entertaining 
content, program involvement inhibits attention 
to the advertisements (Norris and Colman 1992; 
Wang and Calder 2006), thus limiting the 
opportunity for meaning transfer. 


In summary, these streams converge on the idea 
that placements in absorbing films receive less 
favorable consumer processing. ‘Therefore, 
investors should react less positively to 
placements in absorbing films. 


H,: The worth of product placement in successful 
films is negatively related to film absorption. 


Critical acclaim. Though counterintuitive, three 
arguments suggest that placements in critically 
acclaimed films are less valuable to the firm. 
First, evidence suggests that consumers become 
irritated when advertisements impede 
consumption goals (Edwards, Li, and Lee 2002). 
Product placements in critically acclaimed films 
hinder consumers’ attainment of their artistic 
consumption goals (Holbrook and Hirschman 
1982) because the placements are commercial 
messages that disrupt their experience of the 
film. Thus, consumers become upset and angry 
when they encounter placements in critically 
praised films (DeLorme and Reid 1999), which 
dampens brand evaluations. 
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Second, because consumers expect the high art 
experience to be free from advertising 
persuasion tactics (Charters 2006), the 
appearance of placements in acclaimed films 
may also disconfirm expectations. 
Disconfirmation leads to increased elaboration 
and lower evaluations of the discrepant product 
when the novelty is not appreciated (Campbell 
and Goodstein 2001). These negative reactions 
to the placement may be exacerbated if the 
artistic processing goals increase the irrelevance 
of the discrepancy, further lowering the 
placement’s worth. 


Third, there is growing consumer consciousness 
that certain public artistic goods need to be 
protected from advertising messages (Klein 
1999; Meenaghan and Shipley 1999). Thus, 
consumers may react negatively to placements 
in acclaimed films because they believe that 
these films should be a protected area, free from 
marketing persuasion tactics. As _— such, 
consumers may _ perceive’ placements’ in 
acclaimed films as inappropriate, thus reducing 
their worth. 


In summary, research streams on_ goal 
impediment, information expectancy, and 
marketing tactic appropriateness converge on 
the idea that consumers react less positively to 
placements in_ critically acclaimed films. 
Because consumer anger and annoyance with an 
advertising tactic are believed to reduce 
advertising effectiveness (Aaker and Bruzzone 
1985), we predict that investors consider 
placements in critically acclaimed films less 
valuable. 


H;: The worth of product placement in successful 
films is negatively related to film critical acclaim. 


Association with violence. There are two main 
reasons to suspect that violence in films 
diminishes placement worth. First, the literature 
on media violence contends that consumers 
react to violence in television and films with 
feelings of hostility, aggression, and anger 
(Bushman 2005). These negative emotions and 
associations may be transferred to the placed 
product (McCracken 1989), thus attenuating 
placement value. For example, recent studies 
have found that advertisements embedded in 
violent television programs generate lower 
purchase intentions (Bushman 2005). 


The second reason film violence may diminish 
placement worth is related to the inferences 
consumers draw from the firm’s involvement 
with the violent film. A product placement 
functions as an endorsement (Russell 1998), so a 
placement suggests that the firm approves of the 
film’s subject matter. If the firm disapproved of 
the film’s content, 1t would not have placed the 
product in the film. For example, airlines refuse 
placements in films that depict flying in a 
negative manner. A product placement sends the 
message that the firm is not bothered by the 
film’s violence, and thus consumers may lower 
their opinions of products placed in violent films 
because of their concerns about film violence 
and its negative impact on society (Brown and 
Dacin 1997; Salwen and Dupagne 1999). 


In summary, we hypothesize that placement 
worth is negatively related to the level of 
violence in films. However, young men are less 
bothered by media violence (Hamilton 1998). 
This suggests that products that are primarily 
targeted toward consumer segments that do not 
judge film violence negatively are less harmed 
by violent content. Although we make no formal 
prediction, we examine whether product type 
moderates the impact of violence. 


H.. The worth of product placement in successful 
films is negatively related to film violence. 


METHOD 


Event Study Methodology 


We use the event study methodology to assess 
the impact of the event’s unexpected 
information on the firm’s stock price. The 
efficient market hypothesis asserts that a stock 
price reflects all public information about the 
firm, so only unexpected information can 
change the price of a stock (Fama et al. 1969). If 
the new information indicates that the firm will 
garner higher (lower) future cash flows, the 
firm’s stock price rises (drops) in reaction to the 
new information. The stock’s abnormal return— 
the difference between the expected returns 
based on general market movement and _ the 
actual returns—provides an unbiased estimate of 
the economic worth of the event (Brown and 
Warner 1980). Excellent reviews of the market 
model approach for estimating abnormal returns 
have appeared recently in the literature (e.g., 


Srinivasan and Bharadwaj 2004). We use the 
portfolio method to construct our test statistic 
due to our event date clustering (Jaffe 1974), 
and we present details about this test in the 
Appendix. 


Information about the company’s film 
placement is disseminated to the market when 
the film is released, as well as before the event, 
through firm promotional efforts. This firm 
publicity can cue investors to the placement— 
drawing attention to the film—but we assume 
that the information needed to change investors’ 
beliefs about the firm’s prospects is not 
available to investors until the film is shown. 
We validate this assumption in our results. 


Data 


Because Hollywood studios release 
approximately 200 films each year, we limited 
our analysis to the most popular films, or the 31 
movies in 2002 that made $20 million in the 
United States during their first weekend, 
according to Boxofficemojo.com. Seven movies 
had no product placements, so our final sample 
included 24 films. 


Variable Operationalization 


Our event is the appearance of a product in the 
released film and the circumstances of its 
appearance because information about how the 
product appears (placement execution) and the 
film context in which it appears (e.g., film 
violence, audience size) is not available until the 
film’s release. A visual placement occurs if the 
product’s name or logo is legibly shown on the 
screen, and an audio placement occurs if the 
product is mentioned (Russell 2002). We 
summarize our measurement of the product, 
film, and execution factors in Table 1, and we 
present descriptive statistics and correlations in 
Tables 2 and 3. 


Firm/product factors. We operationalized tie-in 
advertising as whether the firm supported its 
placement with a promotional advertising 
campaign, which we identified through a Factiva 
search. We measured brand equity as_ the 
brand’s value in billions of dollars from 
BusinessWeek’s top 100 global brands in 2002, a 
valid measure of brand equity (Madden, Fehle, 
and Fornier 2006). We also controlled for the 
market value of the firm on the event day, which 
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we determined by multiplying the closing stock 
price on the event day by the number of shares 
outstanding. 


Film factors. To proxy audience absorption, we 
used the decimal equivalent of the film’s grade 
from CinemaScore, a market research firm that 
surveys opening-night audiences about how 
much they enjoyed the film. Enjoyment is a 
good proxy for absorption for two reasons. First, 
theorists assert that one key element of an 
enjoyable book, or film, is that it is absorbing; it 
transports people from their mundane reality 
into a story world (Green, Brock, and Kaufman 
2004). Second,it has been — empirically 
determined that enjoyment is highly correlated 
with absorption levels (< <= .77) (Green et al. 
2004). 


We measured critical acclaim as the film’s 
METASCORE, which we_ obtained from 
Metacritic.com, a Web site that aggregates the 
ratings of approximately 40 film critics. Using 
this score, we developed an index (O—100) of 
critical sentiment toward the film. We 
determined the film’s level of violence, 
profanity, and sexuality using data from Kids- 
In-Mind, one of the oldest and most popular film 
content advisory services. Kids-In-Mind 
employs trained reviewers who screen for 
objectionable material and then rate the film’s 
amount of violence, profanity, and sexuality on 
a scale ranging from 0 to 10. The organization 
has no political or religious affiliation; it aims to 
provide an “objective” account of the level of 
violence, sex, and profanity in the film, without 
making value judgments about the age 
appropriateness of the content (Thompson and 
Yokota 2004). Kids-In-Mind does not provide a 
rating for drug content, so we had _ two 
independent coders review the films and record 
the instances of drug use. We included the film’s 
opening three-day gross in the model to control 
for the placement’s potential reach. We also 
included the number of placements in the film 
for other firms to control for competitive 
interference from other placements. 


Execution factors. To account for the 
idiosyncrasies in placement execution, we 
captured measures for all execution factors 
previously found to affect consumers’ placement 
processing. The placement’s “plot connection” 
reflected whether the placement advanced the 
plot or increased the audience’s understanding 
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Firm/product 
factors 


Tien advertising 
Brand equity 
Market value 

Film factors Audience absorption 
Critical acclaim 


Levelof violence 


Levelof profan'ly 
Level of sexuality 
Level of drug use 


Opening box office 
(audience size) 


Number of other 
placements in fim 


Execution 
factors 


Modality: number of 
audiovisual placements 


Visual: low plct 
connection 


Visual - high plot 
connection 


Visual =no other products 
visible 


Audio: low plot 
connection 


Audio: high plot 
connection 


Audio: negative valence 
Star association 


Recurrent character 
association 


A blatant placement 


Number of brands 


TABLE 1 
Variable Operationalization 


A binary variable representing whether the firm ran a tie-in promotional 
Campaign in conjunction with the fim, as identified t ff a Factiva search. 


The brand's value according to the 2002 BusinessWeek list of the top 100 global 
brands (in billions). 


The closing market price times the number of shares outstanding from the 
Center for Research in Security Prices. 


Average CinemaScore grade from opening-night audiences converted to its 
decimal equivalent (e.g., A = 4.00). 


The METASCORE index from Metacritic.com, which represents the weighted 
average grade of approximately 40 film critics, converted to a 0-100 scale. 


The violence/gore rating for the film (0-10) from Kids-In-Mind, an 
independent, objective film advisory service. 


The profanity rating for the film (0-10) from Kids-In-Mind. 
The sex/nudity rating for the film (D-10) from Kids-In-Mind. 


Thenumber of instances of drug use in the film, as identified by independent 
code's. 


The opening three-day box office reverue in tens of millions of dollars from 
Boxofficemojo.com. For most films, this was the Friday-Sunday gross. For two 
films, this was the Wednesday-Friday gross. 

The number of placements for other firms' products in the film. 

The number of times the product's appearance on screen is paired with a verbal 


mention. 


The time the product appears on screen unconnected to the plot (in seconds). 
The time the product appears on screen connected to the plot (in seconds). 
The percentage of time the product appears on screen by itself. 
PrOduct mentions tnat do not advance tne plot or prOJide meaningful information 


about the character (number of mentions). 


Product mentions that advance the plot or provide meaningful information about 
the character (number of mentions). 


The number of times the product is referred to unfavorably. 
lithe product is used or mentioned by an actor with above-the-title credits. 

If the product is used or mentioned by an established screen character. Ten films 
contained established screen characters (Blade II, Die Another Day, Austin 
Powers in Goldmember, Jackass: The Movie, Men in Black Il, Red Dragon, The 
Santa Clause 2, Scooby-Doo, Spider-Man, and The Sum of All Fears). 

If multiple liim critics' reviews complained about shamelessness or the 
excessiveness of the placement. These film reviews were published only on the 
—1 and 0 trading days. 


The number of the firm's brands appearing in the film- 
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TABLE 2 
Descriptive Statistics 
Minimum Maximum M SD 
[—-2, 0] abnormal return in percent —4.75 13.95 89 2.83 
Product Factors 
Tie-in advertising .00 1.00 09 .28 
Brand equity .00 69.64 6.58 15.46 
Market value 01 374.32 30.12 52.95 
Film Factors 
Audience absorption 2.33 4.00 3.51 .28 
Critical acclaim 24.00 80.00 55.91 16.61 
Level of violence 2.00 10.00 5.06 1.66 
Level of profanity 2.00 10.00 5.12 2.12 
Level of sexuality 1.00 7.00 3.43 1.48 
Level of drug use 00 8.00 .28 1.14 
Opening box office (in tens of millions of dollars) 2.02 11.48 4.48 2.55 
Number of other placements in film 00 32.00 14.77 8.90 
Execution Factors 
Modality 
Number of audiovisual placements 00 1.00 .08 27 
Visual Placement Execution 
Low plot connection (time) .00 60.00 5.98 9.92 
High plot connection (time) 00 133.00 5.06 19.32 
No other products visible (%) 00 1.00 56 49 
Audio Placement Execution 
Low plot connection (number) 00 4.00 34 63 
High plot connection (number) 00 4.00 14 53 
Negative valence (number) 00 2.00 02 .20 
Other Execution Factors 
Star association 00 1.00 .39 49 
Recurrent character 00 1.00 16 37 
Commercially intrusive 00 1.00 05 21 
Number of brands 1.00 4.00 1.16 51 


of a main character (Russell 2002). To control 
for placement “modality,” we captured the 
number of audiovisual placements for the firm 
in the film. We incorporated the “prominence of 
the visual placement” by capturing the 
placement’s time on screen, the time in the 
background, and the time that the product was 
the only placement on screen (Gupta and Lord 

1998). We captured the “valence of the audio 
placement” to control for differences in 
endorsement (Russell and Stern 2006). An audio 
mention was positive (negative) if it was a 
favorable (critical) comment about the product. 

Comments that were neither positive nor 

negative were considered neutral. However, 
perfect multicollinearity with plot connection 
prevented positive valence from being included 
in the analysis. Because of their high correlation 
with plot connection, we did not include time in 
background and neutral valence to minimize the 
potential problems of multicollinearity. 


We controlled for “star association” because 
celebrities increase attention, recall, and 
purchase intent (Agrawal and Kamakura 1995). 


Actors credited before the film’s title were 
considered stars (Lippman 2005), and _ star 
association was recorded as a binary variable, 
representing whether the product was touched, 
held, consumed, or mentioned by the star. We 
also controlled for “association with a recurrent 
character,” a character established in a previous 
film or tele vision show (e.g., Austin Powers, 
Scooby-Doo), because consumers have richer 
associations for known screen characters than 
for newer characters. A placement was 
considered “blatant” if two or more film critics’ 
reviews (from those accessible through Factiva) 
complained about the shamelessness or the 
excessiveness of the placement, and placement 
blatancy was recorded as a binary variable. 
Finally, we controlled for the number of brands 
because a firm 1s likely to obtain greater returns 
if more of its products are connected to the film. 


Data Collection Procedure 
To identify the placements and how they 


appeared in the film, an author and a graduate 
student independently watched DVDs of the 
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TABLE 3 


Correlation 
OOOO, ESS 


Placement [—, 0] abnormal 1.00 
worth return 
ProducVfirm Tie-in advertising 30 1.00 
factors 
Brand equity 10 —.02 1.00 
Market value 02 Ol 37 1.00 
Film factors Audience —13 -.07 Ol -.09 1.00 
absorption 
Critical acclam —05 11 —.07 -.11 —.21 1.00 
Level of violence —03 16 —.08 -.06 —.34 22 1.00 
Level of profanity — 23 -.12 —.07 05 —.34 15 45 1.00 
Level of sexuality —03 06 —14 -.23 00 32 O8 .22 1.00 
Level of drug use —.18 -.00 —.06 -.10 —.10.15 19 33 £16 1.00 
Opening box office 18 20 —.08 -04 02 26 08 -.33 03 -.06 1.00 
Number of other —08 -02 —.08 06 09 -.30 —.44 -.13 14 -.25 23 1.00 
placements in film 
Execution Number of J1 12 —.09 -.07 02 03 —.Ol1 -04 17 -.07 —.05 .14 1.00 
factors audiovisual 
placements 
Visual: low plot 16 37 —00 O07 £4.00 -.17 10 -.01 —.O1 02 —.03 04 .10 
connection 
Visual: high plot IO 13 02 -07 —.08 -.05 06 07 —.08 —.06 —.03 -—.02 05 
connection 
Visual: no other 12 J1 41 -.10 —.03 -.03 O1 -.03 05 -.08 —.16 00 27 
products visible 
Audio: low plot —.16 -.08 —.11 -.09 04 19 —.25 -02 12 11 —16 -04 17 
connection 
Audio: high plot —~05 -.03 —.07 -.05 16 -.14 —.20 -.10 00 -.07 -—.11 12 36 
connection 
Audio: negative —12 -.04 —.06 03 06 -.0O1 —.13 -.01 -—.04 04 —.09 07 -.04 
valence 
Star association —06 -.02 —.00 -.14 12 04 -—18 03 20 -.03 -—.12 06 25 
Recurrent character 24 17 —09 -.12 00 -.03 —.05 -.08 17 -.11 19 02 #03 
Commercially 00 33 —.03 -.01 —.06 -.07 —O1 -.05 —.0O1 -.05 —.02 17 
.OO 1.00 
intrusive 
Number of brands 21 O7 06 Og 4J11 —.14 —.15 -.06 00 -.04 —.09 12 .14 


1.00 
—.13 
Zo 
—.17 
—.01 
—.08 
—.12 


—.07 
Al 


24 


1.00 

.23 1.00 

—.09 -—.20 1.00 

—.O1 -.03 —.07 1.00 

—.03 —.14 .38 -.03 1.00 

17 22 .16 .28 .07 1.00 

13 03 —.03 -.04 —.05.37 1.00 
16 .19 10 —.06 15 —.03 
OO .17 —.12 24 —.04 .17 —.01 


Notes: Correlations with an absdute value :2:. 8 are significant at the .05 level. Those with an absolute value 2.23 are significant at the .01 level. 


O5 


22, J.00 


films and _ recorded the features of the 
placement’s execution. These two coders 
recorded the placement’s modality, plot 
connection, visual prominence, and valence. 
Only placements for products for firms traded 
on the major U.S. stock exchanges were 
recorded. The appearance of a product during a 
scene was considered a placement. If a product 
appeared multiple times in one scene, this was 
recorded as a single placement, but placements 
in multiple scenes were recorded separately. 


The coders identified 283 visual and audio 
placements of products of companies publicly 
listed in the United States, with an interrater 
reliability index of .79 (Perreault and Leigh 
1989). Interrater reliabilities for the placement’s 
modality, plot connection, prominence, and 
valence variables were all greater than .80, and 
all discrepant codings were resolved through 
discussion. These 283 placements represented 
177 events because some firms had multiple 
placements in a film. We used aggregated totals 
of a firm’s placements in a film in the cross- 
sectional analysis. 


To measure the placement’s blatancy, we 
conducted a Factiva database search to identify 
whether a film critic mentioned the product in 
the review. Two independent student coders 
then read the 163 film reviews that mentioned a 
product and recorded whether the critic 
complained about the shamelessness or the 
excessiveness of the placement. Interrater 
reliability (see Perreault and Leigh 1989) was 
high (.95), and the coders independently 
resolved their discrepant coding. Independent 
coder ratings of film drug use also displayed 
high interrater reliability (.87). 


ANALYSIS, RESULTS, AND 
DISCUSSION 


Event Analysis 


The event date was the day the film opened in 
theaters. Following McWilliams and Siegal’s 
(1997) recommendations, we used a Factiva 
database search to remove firms’ with 
information related to earnings, earnings 
guidance, mergers and acquisitions, spin-offs, 
stock splits, changes in key executives, layoffs, 
restructurings, joint ventures, lawsuits, major 
new product announcements, regulatory 
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announcements, stock buybacks, and 
unexpected changes in the dividend during a 
period extending from four days before to 

two days after the film’s opening. After we 
eliminated these confounding events, 126 events 
remained in our sample (see Table 4). 


We gathered daily stock returns from the 
University of Chicago’s Center for Research in 
Security Prices. Following recommended 
guidelines (Cowan 2003), we _— estimated 
parameters of the market model for each firm 
over an estimation window of 255 trading days, 
ending 46 days before the event, using the 
Center for Research in Security Prices equal- 
weighted index to model the market portfolio. In 
the event study and the cross-sectional analysis, 
all statistical tests are two-tailed. 


Event Results and Discussion: 
The Worth of Product Placement tn 
Successful Films 


To allow for any uncertainty regarding when the 
information was available to investors, common 
event study practice is to determine the event 
window empirically (Agrawal and Kamakura 

1995; Brown and Warner 1985). Because the 
final print arrives in theaters two days before the 
release date (Thomas 1998) and the film is 
screened for critics and promotional audiences 
before release, the most plausible days to 

observe investor reaction are —2, —1, 0, and 1. 

However, we also include the results for —5, -4, 
and —3 days to investigate possible leakage. The 
sample cumulative average abnormal returns 
(CAARs) and test statistics over the possible 
event windows appear in Table 5. 


Using the portfolio test statistic (Jaffe 1974), we 
document a significant, positive CAAR for the 
[—2, —1] and [—2, 0] event windows. Because the 
print arrives in theaters two days before release 
and the film is shown in advance of its opening 
for critics and promotional audiences, these 
windows fit our expectations. Although not all 
investors will be aware of the placements in 
these initial screenings, the market can become 
aware of this information because markets can 
aggregate information in a rational manner (Ball 

1995). The results are qualitatively and 
quantitatively similar for the two windows, but 
we focus on the [—2, 0] window because certain 
film-level information, such as the film’s critical 
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acclaim and the weekend box office, is not 
known with precision until the day the film 
opens (Coyle 2006). 


Thus, placement in a_ successful film is 
associated with an average increase in firm stock 
prices of .89% over the film’s opening, in 
support of HIl. The significant associated 
binomial proportionality test statistic (Z) 
provides additional support for the robustness of 
the film product placement’s positive abnormal 
return (74 of 126 abnormal returns are positive; 
Z = 2.18, p < .05). Furthermore, the Wilcoxon 
rank test is significant (Z = 1297.50, p < .05), 
indicating that our result is not due to outliers 
(McWilliams and Siegel 1997). Figure 2 shows 
the plot of the CAARs from —2 to 10 days after 
the event, which reveals nontransitory effects for 
film placement, suggesting that the market value 
boost is not short lived. On a per day basis, these 
abnormal returns are similar to the .54% two- 
day CAAR found for celebrity endorsements 
and the .87% three-day CAAR for television 
documentary __ featurettes (Agrawal — and 
Kamakura 1995; Takeda and Yamazaki 2006). 
The .89% abnormal return corresponds to an 
average $296.5 million gain in market value for 
firms in our sample and a gain of approximately 
$18.5 million for the average NYSE-/ 
NASDAQ-traded firm. ' 


We note that event studies in marketing 
traditionally use the press announcement as the 
event. However, we believe that the initial press 
announcement does not provide — sufficient 
information for investors, because investors 
cannot gauge how consumers will respond to the 
placement until they know how the product 
appears in the film, and this information is not 
known until the film is shown. Furthermore, 
film-level characteristics are difficult to judge 
before the film’s release (Liu 2006). To confirm 
that we appropriately specified our event, we 
examined investor reaction to the press 
announcements of film product placements. A 
Factiva database search identified 25 press 
announcements of a product placement before 


* We also investigated the long-horizon abnormal returns 
associated with product placement in successful films, 
using calendartime Fama—French three-factor model 
portfolio regressions (e.g., Sorescu, Shankar, and 
Kushwaha 2007). These results for one-year and two-year 
postevent periods are not significant, suggesting that the 
effect of the film placement is completely impounded into 
the stock at the time of the event. 


the [—2, 0] event window. After we removed the 
9 announcements with confounding information, 
a model employing the same _ estimation 
parameters documented no significant abnormal 
return for the remaining 16 announcements: 
CAAR,_1, 9) = —.48%, t-statistic = —.53; ARjo, 0) = 
—42%, t-statistic = —.67; CAARpo, 1; = —.47%, t- 
Statistic = —52. This suggests that there is no 
stock price movement associated with the 
announcement of a film placement in the press, 
which supports our view that the press report 
does not provide sufficient information for 
investors to evaluate the placement. 


However, two additional analyses suggest that 
this publicity encourages investor attention to 
the film and provides clues as to how the market 
is informed of placement information. First, we 
conducted interviews with managers from eight 
firms that had engaged in product placement 
activities in our sample and with six investment 
analysts. These firms indicated that their 
placement publicity is primarily designed to 
build consumer awareness for the placement, but 
they also sometimes communicate placement 
information directly to the financial community 
by discussing placements during quarterly 
analyst calls and by distributing press releases. 
In general, analysts appeared cognizant of film 
product placement’s positive effects and noted 
that the market is keyed to film placement by 
these press releases and the trade press, through 
the firm’s consumer promotions, and also by 
firm earnings calls. Second, we compared the 
abnormal returns between announced and 
unannounced placements to test the idea that this 
publicity draws additional attention to the film’s 
release, as the investor recognition hypothesis 
would suggest (Merton 1987). 


FIGURE 2 
Aggregated CAARs Over Time 
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TABLE 4 
List of the Film Product Placement Events in the Sample 


Firme (Product!>) 
Energizer , Heinz 


Apple, eBay,Ford (Jaguar) , FedEx, General Motors (Cadillac), Mandalay Bay (Circus Circus), Pepsi, 
Playboy 


Darden (Red Lobster) , Gillette, General Motors (Gadillac), Kraft (Planters, Grape Nuts), Pepsi, Toyota 
(Gamr y), Tribune (Chicago Tribune), 


Ducati, Krisoy Kreme, Olin (Winchester), TDK 


American Airlines, Continental, General Motors (Cadillac), JPMorgan Chase (Chase Manhattan), 
Coca-Cola, Sara Lee, United Airlines, Unilever (Good Humor) 


British /4Jrwet/s, Ford (Aston Martin, Jaguar), Phillios, Sony 
Tribune (Los Angeles Times) 
Danone (Evian), Matsushita Electric (Panasonic), Pioneer, Vans 
Coca-Cola, AB Volvo (Mack) 


Coca-Cola, DaimlerChrysler (Mercedes), eBay, Hasbro (Twister), Honeywell, Limited Brands 
(Victoria's Secret), Sony, Pepsi, Sprint 


American Express, Diageo (Guinness), Gap, Luxottica (Bvlgari, Revo). Nokia, Pepsi (Pepsi, Aqua 
fina), RadioShack, Toyota (Laxus), Unilever (Ben & Jerry's) 


Anheuser-Busch (Budweiser) , Disney, Kodak, General Electric (NBC), General Motors (Corvette), 
Hershey (Bubble Yum), Kellogg (Special K), Kraft (Cocoa Pebbles), Krispy Kreme, Pepsi, Procter 
& 

Gamble (Old Spice), Wendy's, Wrigley 


Anheuser-Busch (Budweiser), Danone (Evian), Energizer, General Electric (NBC), Matsushita Electric 
(Panasonic), Nokia, Procter & Gamble (Nyquil), Sony 


FedEx, Starwood (Sheraton) 
Worldwide Restaurant Concepts (Sizzler) 
Coca-Cola, Johnson & Johnson (Tylenol) 
Cadbury Schweppes (Dr.Pepper), Ford (Jaguar), Federated Department Stores (Macy's), General 
Motors (Cadillac), Liz Claiborne, Prudential, SBC (Cingular), Sara Lee (Chock Full o' Nuts), Sony, 
TDK, VF (Jansport) 


Anheuser-Busch (Bud Light), Capitol One, Disney (W magazine), Fairmont (Plaza), Coca-Cola, 
Neiman Marcus (Bergdorf), Tiffany, Winn Dixie 


British Petroleum, Estee Lauder, Matsushita Electric (Panasonic) 
eBay, Ford (Mustang) , Pepsi 


Brown & Willaamson (Kool), Anheuser-Busch (Budweiser) , Hilton, Phillp Morris (Marlboro), Reebok, 
R.J.Reynolds (Camel). Time Warner (CNN) 


Federated Department Stores (Macy's), Tiffany 
Kodak, General Motors (Corvette), IBM, Motorola, Pearson (Financial Times), Sony, Vans 


Amerco (U Haul) 


arinm; wiLh placement) that had earnings announcements are not | isted. 
b] f different from name of frm.Some fulns had addillonal products m lhe film. 
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TABLE 5 
CAARs for Product Placements in Successful Films 


Jaffe (1974) 

Event CAAR Portiolio Sample 
Window (%) t-Statistic Size (n) 
—5, -1 34 .93 126 
5,0 42 .93 126 
—5,1 24 23 126 
—4, -1 55 1.41 126 
—4,0 .63 1.36 126 
—4,1 45 52 126 
-3, -1 70 1.59 126 
—3, 0 8 1.62 126 
3, 1 .60 58 126 
-2,-1 61 2.29" 126 
-2,0 .89 2.23" 126 
—2,1 71 1.09 126 
-1, -1 17 .95 126 
-1,0 25 .89 126 
-1,1 O07 —46 126 

0,0 .08 .29 126 

0, 1 —.10 —1.09 126 
*“p = .10. 
“p= .05 


The results suggest that there is a positive 
relationship between film placement 
announcement and the magnitude of the [—2, O] 
abnormal return (Mannouncead = 1.84, n = 25; 
Munannounced = -65, n = 101; F1, 124 = 3.64, p = 
.06). This supports the idea that prerelease 
publicity strengthens the market’s attention to 
the film and the placement and draws investors 
to investigate the film.” 


Cross-Sectional Regression Results 
and Discussion 


We tested our remaining hypotheses’ by 
regressing the standardized abnormal return 
from the event window [-2, O] on our 
independent variables and controls. Following 
Agrawal and Kamakura (1995), we used the 
firm’s standardized abnormal return as_ the 
dependent variable to reduce the problem of 
heteroskedasticity. Cross-sectional results 
appear in Table 6. 


Results from the firm, film, and _ execution 
controls. The control model is significant (Fis, 
107 = 4.08, p < .O1). Our findings indicate that 
the standardized abnormal return is positively 


* The six analysts did not attend film screenings, but they 
thought that some investors would, and they believed that 
the market reacts positively to film placements because 
placements can create buzz and top-line consumer demand. 


Number with 


Positive Wilcoxon 
Abnormal Signed Binomial 
Returns (%) Rank Test £-Statistic 

71 (56) 448.50 1.65* 
63 (50) 215.50 22 
60 (48) —4.50 -.31 

71 (56) 887.50°* 1.65* 
70 (56) 727.50" 1.47 
65 (52) 298.50 58 
79 (63) 1152.50°* 3.07°* 
75 (60) 995.50** 2.36** 
66 (52) 445.50 76 
78 (62) 1412.50" 2.90** 
74 (59) 1297.50°* 2.18" 
70 (56) 769.50° 1.47 
68 (54) 351.50 1.11 
59 (47) —86.50 —.49 
60 (48) —392.50 -.31 
60 (48) —275.50 -.31 
47 (37) —891.50** —2.63"* 


associated with audience size (Dopening = .19, p = 
.06), but the number of competing placements in 
the film has a deleterious effect (D¢ of other placements 
in film = —-08, p < .01). The abnormal return is 
unrelated to the film’s profanity, sexuality, and 
drug use. Furthermore, we find that the worth of 
product placement in successful films is largely 
unrelated to the execution factors of plot 
connection, prominence, and valence. 
Association with a star has no effect on 
placement worth, but pairings with recurrent 
characters are valuable (Drecurent character = 2-92, DP 
< .01). Placing multiple brands in the film 
enhances the firm’s abnormal return (b¢ of brands = 
1.53, p < .O1), but our evidence suggests that 
blatancy has a dampening effect (bptatant placement = 
—1.74, p = .08). The firm’s standardized 
abnormal return is unrelated to the firm’s market 
value. 


Results including the independent variables. The 
full model is significant (F22 193 = 4.91, p < .01), 
with a higher adjusted R-square. The superiority 
of the full model is further supported by its 
lower Bayesian information criteria value 
(BIC fun model = 1090.52, BIC controts only = 1104.10), 


despite its additional parameters. 


International Retail and Marketing Review | 38 


TABLE 6 


Cross-Sectional Regression Results: Dependent Variable: CAAR in Percentage (Over Days t 


Model 1: Firm, Film, and 
Execution Controls 


—2 to 0) 


Model 2: Independent Variables + 
Controls (Full Model) 


Parameter Parameter 
Independent Variable Estimate t-Value Estimate t-Value 
Intercept —.A7 —.38 12.82*** 3.14 
Hypotheses 
Ho: Tie-in advertising (+) 2.19*** 2.70 
Ha: Brand equity (+) .02"* 2.01 
H,: Audience absorption (-) —2.69"** —2.98 
Hs: Critical acclaim (-) —.04** —2.12 
He: Film violence (-) —.53"* —2.42 
Firm Controls 
Market value .00 1.04 —.00 —71 
Film Controls 
Opening (in tens of millions of dollars) .19"* 1.87 at. 2.56 
Profanity —.15 —1.10 —.01 —.03 
Sexuality .09 .50 32" 1.72 
Drug use —.18 —.92 —.36" —1.82 
Number of other placements in film —.08*** —3.22 —.14*** —3.88 
Execution Controls 
Modality 
Number of audiovisual placements for firm in film 1.48 1.61 1.93** 2.23 
Visual Placement Execution 
Low plot connection .02 1.13 01 55 
High plot connection .02 1.19 01 .88 
No other products visible —.03 —.06 —.23 —.44 
Audio Placement Execution 
Low plot connection —.48 —1.18 —.68* —1.75 
High plot connection —.51 —1.10 —.56 —1.29 
Negative valence 34 .30 Ry i 72 
Other Execution Factors 
Star association —.58 —1.04 —.67 —1.30 
Recurrent character 25e°°" 3.32 1:50" 2.01 
Blatant placement —1.74" —1.79 —1.91** —2.04 
Number of brands 1,83°""" 3.92 1.45*** 4.01 
Observations 126 126 
Re .39 51 
Adjusted R2 .30 41 
F-value 4.08 4.91 
F-probability <.01 <.01 
Bayesian information criteria 1104.10 1090.52 
"p< .10. 
"ps .05. 
*"*p < .01. 


We find strong support for the idea that 
placement worth is contingent on the product 
and film factors affecting consumers’ response 
to placements. The abnormal return from the 
placement is enhanced by the presence of a tie- 
in advertising campaign (brie-in advertising = 2.19, p 
< .01), in support of H». We also find that 
placement worth is positively related to the 
product’s brand equity (bgrand equity = -02, p < .05), 
in support of H3. These results suggest that 
though firms cannot control how products 
appear in the film (Cowlett 2000), firms’ brand 
and promotional decisions can bolster placement 
value. The results also indicate that film factors 


explain a significant amount of the variance in 
investor reaction. We _ find that audience 
absorption has a dampening effect on placement 
worth (Dapsorption = —2.69, p < .01), in support of 
Hy. 


Following the suggestion of a reviewer, we also 
considered that absorption’s effect might be nonlinear. To 
test this, we entered the square of the mean-centered 
variable into our final model to reduce multicollinearity 
(Aiken and West 1991). However, the quadratic 
CinemaScore term is not significant (bCinemaScore’2 = — 
3.10, p = .15; bCinemaScore = —4.01, p < .01), and the low 
variance inflation factors for the CinemaScore terms (3.07) 
suggest that multicollinearity did not influence these 
results. 
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The predicted attenuating effect of critical 
acclaim (Hs) receives support (pcritical acclaim = — 
04, p = .04).* We also find that the worth of the 
film product placement is diminished by the 
film’s violence (bpm violence = —-93, DP = .02), in 
support of H,. Furthermore, our results do not 
suggest that product type moderates violence’s 
attenuating effect.” With regard to the other 
types of offensive subject matter, we find weak 
evidence that drug use in the film dampens 
returns (bprg use = —36, p = .07) and sexuality 
enhances returns (Dsexuality = .32, p = .09), but 
film profanity has no effect. Regarding our 
result for film sexuality, studio films rarely 
display the kind of graphic sexuality and nudity 
that may negatively impact placement worth 
(Epstein 2005). Finally, we find evidence for 
saturation effects in that many placements in the 
film tend to dampen placement value. 


We find that the effects of the control variables 
are largely consistent between the two models. 
We continue to find positive relationships 
between opening weekend gross, recurrent 
character associations, and the number of brands 
in the film and the firm’s standardized abnormal 
return. The attenuating effects for blatancy and 
competitive interference continue to hold as 
well. Furthermore, we find strong evidence that 
audiovisual placement enhances the placement’s 
return, and we find weak evidence that low-plot 
audio placements are less valuable. Although 
prior studies have found support for the role of 
plot connection and prominence, our results 
suggest that these factors are subordinate to the 
effects of other execution factors and the effects 
of the program.° 


* We also examined an alternative measure of critical 
acclaim— the average critics’ grade from Entertainment 
Weekly. The results are similar using this measure (bgw:, 
average critics’ grade = —-85, P = .06), and the significance of the 
other hypothesized factors does not change. 

Interactions between violence and male-centered product 
categories are not significant (,FiIm violence x motorcycle = -O5, P 
= 95; beim violence x beer — 04, p= 9A). We also find no 
interaction between violence and brand equity (bgitm violence x 
brand equity = -00, p = .70), suggesting that brand equity does 
not mitigate violence’s effects. 

If we remove these variables, plot connection and 
prominencerelated factors display stronger effects. Low- 
plot visual screen time has a positive impact (Djow-plot visual 
time = -04, p = .06), and low-plot audio placement has a 
negative association with placement worth (Djow-piot audio 
placement = —-96, p = .03), consistent with prior consumer- 
related findings (Russell 2002). This strengthens our 


Placement worth is also enhanced when the 
product is associated with an established screen 
character but not when the product is associated 
with a star. We continue to find no effect for star 
association even when we consider only major 
stars, namely, the actors appearing on 
Entertainment Weekly’s list of the 50 most 
powerful entertainers in 2002 (byajor star = —-65, D 
= .31). These results suggest that the symbolic 
meaning is carried more by the character and the 
film than by the actor’s celebrity. Prior research 
has shown that consumer’ response to 
placements is enhanced by parasocial character 
attachments (Russell and Stern 2006), but our 
study is the first attempt to disentangle the 
relative worth of star versus’ character 
associations. 


Results using robust regression. As a robustness 
check, we reestimated our model by employing 
a robust regression procedure. Following 
Venables and Ripley (2002), we use the MM- 
estimator, developed by Yohai (1987), which is 
an M-estimator with initial coefficients given by 
a bisquare S-estimate and with scale given by 
the S-estimator. Thus, MM-estimation combines 
the high breakdown property of the S-estimator 
(.25) and high efficiency (.95) (see Yohai 1987). 
The results remain largely the same under the 
robust regression (see Table 7). We continue to 
find significant effects for all the hypothesized 
product and film factors, which suggests that 
these findings are robust. The robust regression 
estimates for the number of brands, the number 
of other placements in the film, audience size, 
and audiovisual placement are also significant, 
thus strengthening confidence in these results. 
However, the robust estimates provide weaker 
evidence for the effects of placement blatancy 
and recurrent characters. 


In summary, by simultaneously considering the 
effects of product, film, and execution factors, 
we present a more comprehensive picture of the 
factors driving placement worth. This study 
expands the product placement literature by 
providing new insights into the effect of 
program factors— the film’s absorption, critical 
acclaim, and  violence— _ on __ placement 
outcomes. The study also provides the first 
evidence for the importance of tie-in advertising 


argument that these factors are subordinate to program- 
level (i.e., film-level) effects. 


and brand equity, and it provides evidence for 
the value of recurrent character associations and 
the pernicious effects of placement blatancy. 
The multiplicity of factors shown to affect 
placement worth highlights the importance of 
complementing experimental and _ intercept 
studies of placement execution with 
comparisons of outcomes across brands and 
programs. 


LIMITATIONS 


Our conclusions are subject to _ several 
limitations, which should be addressed in further 
research. First, we restricted our examination of 
film product placement worth to the films with 
the largest opening audiences in 2002. Our 
significant result for the film’s opening strongly 
suggests that there could be a critical audience 
size threshold before investors consider a 
placement worthwhile. Research on a random 
sample of films across multiple years is needed 
to determine whether placements in smaller 
films produce similar effects on firm market 
value. However, the substantial increase in 
customer traffic to the Internet dating site 
featured in Must Love Dogs (Turnquist 2005) 
provides some evidence that placements in less 
popular films may be worthwhile as_ well. 
Furthermore, care should be taken when 
generalizing our cross-sectional findings 
because our sample primarily comprises 
absorbing, successful films. 


Second, our sample is limited to films released 
in 2002, and we cannot eliminate the possibility 
that there is something idiosyncratic to this year. 
However, because consumers’ resistance to 
traditional television advertising and_ the 
fragmentation of television audiences continue 
to increase (The Economist 2007), investors may 
now be more _ enthusiastic about product 
placements in successful films. However, film 
placement’s worth may become attenuated if the 
increasing prevalence of placements increases 
saturation effects. Research needs to assess how 
the shifting communications landscape affects 
film placement’s worth overtime. 


Third, our research rests on the assumption that 
the abnormal return we observe is driven by the 
appearance of the product in the film. We 
assume that investors draw conclusions about 
the firm’s future profitability as a result of film 


International Retail and Marketing Review | 40 


TABLE 7 
Robust Regression Results: Dependent Variable: 
CAAR in Percentage (Over Days t = —2 to 0) 


Full Model 
Parameter 

Independent Variable Estimate Chi-Square 
Intercept 12.46" b.47 
Hypotheses 

Hs: Tie-in advertising (+) 1.81% 5.54 

H,: Brand equity (+) .03"* 5.73 

H,: Audience absorption (-) —2.60°"* 7.66 

H:: Critical acclaim (-) —.04** 5.10 

Hg: Film violence (-) —.65** 5.40 
Firm Controls 

Market value —.00 4B 
Film Controls 

Opening (in tens of millions of 

dollars) a2 7.00 

Profanity 04 04 

Sexuality 29 2.26 

Drug use —.3i* 3.72 

Number of other placements 

in film -.i3"" 17.4? 


Execution Controls 
Modality 
Number of audiovisual 
placements for firm in 


film 1.61% 4.07 
Visual Placement Execution 
Low plot connection 01 wat 
High plot connection 01 A? 
No other products visible —.12 06 
Audio Placement Execution 
Low plot connection —.59" 2.62 
High plot connection —.50 1.46 
Negative valence .63 9 
Offer Execution Factors 
Star association —.69 2.14 
Recurrent character 1.33 2.44 
Blatant placement —1.58* 2.55 
Number of brands ia" 17.44 
Observations 126 
Robust R2 a4 
"n= 10. 
"n= .05. 
*n < 01. 


placement and that this information is reflected 
in the movement of the firm’s stock price. 
Therefore, an additional caveat is that the event 
study methodology does not identify the precise 
mechanism for explaining why the abnormal 
return occurs (Bayus, Erickson, and Jacobson 

2003). Given the prior research documenting 
consumers’ attitudinal and behavioral responses 
to placements, we assumed that investors react 
to the placement according to how they believe 
the placement will affect consumers (and the 

resulting earning impact), and we provided some 

evidence to support this view; additional data 
from the investment community are needed to 
validate this assumption more _ fully. 
Furthermore, additional research is needed to tie 
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film product placement more directly to firm 
revenues and_ profits, enabling — return-on- 
investment comparisons between placements 
and other types of marketing communications. 


Finally, two limitations associated with our 
event study procedure may also have an impact 
on our findings. First, many events can cause 
changes in both stocks’ return and volatility, and 
this event-induced heteroskedasticity, if present, 
can inflate associated test statistics. Currently, 
finance scholars (e.g., Battalio, Ellul, and 
Jennings 2007) compensate for this by using a 
standardized cross-sectional test, as suggested 
by Boehmer, Musumeci, and Poulsen (1991). 
However, this method stipulates that securities’ 
residuals be cross-sectionally uncorrelated; thus, 
it does not seem to be possible to control for 
both event-induced heteroskedasticity and cross- 
sectional dependence in the securities’ residuals 
simultaneously. The results from Breusch and 
Pagan’s (1980) test indicate that there is cross- 
sectional dependence in the residuals in our 
sample, and therefore we are unable to control 
for possible event-induced heteroskedasticity, 
and this is a limitation of our study. Second, thin 
security trading can introduce bias into the 
estimates of the market model. Following recent 
finance literature (Avramov, Chordia, and Goyal 
2006; McNally and Smith 2007), we implicitly 
controlled for illiquid penny stocks by excluding 
from our sample all the shares trading at prices 
below $1. Note that other authors employ a 
stricter $5 cutoff criterion to minimize this bias 
(e.g., Zhang 2006). However, the three firms in 
our sample with stocks priced below $5 are 
regularly traded, with more than a million shares 
traded per day; therefore, the more inclusive 
criterion seems to be more appropriate for our 
sample. 


IMPLICATIONS 


Implications for Further Research 


Our theoretical framework explains a substantial 
amount of the variance in the worth of 
placements in successful films, but the inclusion 
of additional factors might yield a more 
comprehensive understanding. Scholars have 
suggested that the value of an endorsement 
depends on the match between the celebrity and 
the product (McCracken 1989). Extending this 
logic, we suggest that the worth of film product 


placement could depend on the match of the 
product, the film, and the film’s audience. 
Although we can point to examples in which fit 
likely contributed to the placement’s positive 
abnormal returns (e.g., Vans in XXX), a more 
comprehensive examination is needed of how 
placement worth is enhanced by the congruence 
of the film’s thematic elements and the brand’s 
overall strategy and how this is moderated by 
the degree of overlap in the brand’s and the 
film’s target audiences. Evidence also suggests 
that products with the right fit can transcend the 
negative effects of other film factors. For 
example, the motorcycle manufacturer Ducati 
had positive abnormal returns from placement in 
the violent Blade II, and the soaring sales of 
pinot after Sideways suggest that product 
placements in acclaimed films can succeed 
when product—film—audience fit is organic. 


For certain product categories, however, we 
expect fit to be a secondary concern. Logic 
suggests that tobacco firms disproportionately 
benefit when their brands appear on film 
because of the restrictions on _ tobacco 
advertising. We find that investors react 
positively when cigarette brands appear in films 
(brobacco = 2.57, p = .04), a result that may be 
troubling to regulators. 


Another element that has not been specifically 
addressed is the worth of placements in period 
films. Cultural consumption meanings and 
associations may be altered when the film 
depicts characters and situations occurring in the 
past, dampening placement worth. In Catch Me 
if You Can, Leonardo DiCaprio’s purchase of a 
Cadillac for his father may have harmed the 
brand by reinforcing the perception that Cadillac 
is the choice of an older generation. 


Also warranting further investigation is why 
investors do not reward placements with stars. 
One reason could be that the star’s involvement 
with the product is attributed to external causes, 
such as studio demands, which limits the 
transfer of the celebrity’s associations. A second 
reason could be that investors’ reactions are 
tempered by the character the star plays on- 
screen. Research is needed to examine the 
impact of character associations when 
consumers hold either negative or ambivalent 
associations with the character. 


Finally, as research on product placement 
continues to accumulate, it is necessary to 
investigate the extent to which placement 
findings do not generalize across mediums. For 
example, consumers may be more tolerant of 
blatant placements in_ television because 
broadcast television is a free, advertising- 
supported medium. Thus, differences in 
television and film viewing habits (Russell and 
Stern 2006) may also alter the factors that drive 
placement worth. 


Implications for Practice: Managing 
Film Placements 


For firms, this research provides the first 
evidence that investors consider film placement 
a wise marketing practice. Furthermore, the 
results provide new guidance for firms as they 
consider product placement opportunities, 
encouraging firms to consider audience 
absorption, the film’s violence, and the film’s 
critical acclaim in their placement decisions. 
Firms can use cues such as the script, the 
director, and the studio to make informed 
judgments about how the film will perform on 
these dimensions, but firms should be cautious 
when the script suggests exposure that would 
disrupt the film. 


However, the results also highlight’ the 
difficulties involved in choosing which film 
placement opportunities to pursue. For example, 
critical acclaim and violence increase the size of 
the film’s audience (Basuroy, Chatterjee, and 
Ravid 2003; Eliashberg and Shugan 1997), 
which enhances placement worth, but these film 
factors also lead to negative consumer 
responses, which inhibit placement value. Star 
association has no direct effect on placement 
worth, but stars increase the number of 
consumers who see the film (e.g., Elberse 2007). 
Therefore, this suggests that firms can face 
trade-offs between the number of consumers 
exposed to the placement and the quality of 
consumer response, and thus firms should 
consider a multiplicity of factors when selecting 
films for placement. It would not necessarily be 
wise to avoid enjoyable, absorbing films or 
violent films— because these films tend to 
perform well at the box office— but when firms 
are confident that a film will be a blockbuster, 
they should not be inattentive to absorption and 
violence and their deleterious effects. 


International Retail and Marketing Review | 42 


A further challenge then for firms is predicting 
the film’s box office success. Although there are 
a few guideposts for which films are likely to 
perform well (1.e., sequels, prediction markets), 
it can be difficult to predict whether a particular 
firm will be successful. This challenge is most 
acute when a firm makes a_ substantial 
investment in a film, only to have it disappoint 
at the box office. To mitigate their risk, firms 
could negotiate “make-good” placements, as in 
traditional advertising, if the film’s audience 
fails to meet expectations. Firms could also 
encourage the development of a “scatter” 
market—for placements that could be inserted 
during postproduction—because forecasts of a 
film’s box office success are more accurate after 
initial test screenings. A portfolio strategy could 
also diversify the risk associated with film 
performance. 


Implications for Practice: Measuring 
and Pricing Placements 


For practice, this research offers three clear 
recommendations for placement measurement 
and pricing. First, although there is no one 
accepted measure for valuing — product 
placements, the current services compare the 
film placement’s exposure with the cost and 
effectiveness of an equivalent 30-second 
television commercial (Shiller 2004, 2008). The 
event study approach complements these other 
efforts because the event study captures the 
worth of product placements, such as James 
Bond’s car, in which the placement’s value far 
exceeds the costs of an equivalent television 
exposure. 


Second, this research offers the potential to 
improve other product placement valuation 
methods. The current models account for the 
differences in placements due to the placement’s 
modality, prominence, plot connection, and star 
association (The Economist 2007; Shiller 2004). 
What these models fail to capture, however, 1s 
how the audience’s response to the program 
affects placement value. Our research indicates 
that program effects, such as absorption and 
violence, significantly influence placement 
worth. 


Third, studios price each film product placement 
on a case-by-case basis based on what firms are 
willing to pay (Schiller 2004). Thus, our 
findings offer guidance to studios in setting their 
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product placement rates by identifying the 
relative benefits of specific film and execution 
factors. Although firms are concerned about the 
costs of placements in top movies, the results 
indicate that placements in successful films 
generate positive stock returns on average. Our 
results also indicate that firms’ beliefs about the 
worth of high plot connection and _= star 
association (Karrh, McKee, and Pardun 2003; 
Russell and Belch 2005) may need to be 
reconsidered. 


APPENDIX 


Several studies in the finance and accounting 
literature have pointed out the potential effect of 
the cross-sectional correlation problem of 
residual returns in hypothesis testing when 
events share a common date (e.g., MacKinley 
1997). Cross-sectional dependence in the returns 
biases the standard deviation — estimate 
downward, inflating the associated test statistics. 
Jaffe (1974) and Mandelker (1974) introduce the 
portfolio method to correct for this bias. 
Adopting their methodology, we form a 
portfolio for every day in calendar time by 
including all securities that experience an event 
at that time—for example, if there are several 
firms that have product placements in the same 
movie or if there are several movie openings on 
the same day. For each portfolio, the securities 
and their return measures are equally weighted. 
We begin by calculating the average abnormal 
returns AARp, for all portfolios: 


(Al) AAR p, = 


where S is the number of securities in portfolio 
P and AR, is the abnormal return for stock 1 in 
portfolio P. Next, for every portfolio P, we 
calculate a time-series estimate of o(AARp,) for 
the preceding k days, assuming that the AARp, 
are independent over time. Then, we standardize 
each portfolio’s average abnormal return by 
dividing by the estimated standard deviation: 


1 . AAR,, 
. Pt 


Then, we calculate the average standardized 
residual across all portfolios in calendar time: 


255 

(A3) ASAAR = ~y\' SAAR, x D,. 
n— 
where D, = 1 when there is at least one security 
in portfolio t and D, = O when there are no 
securities in portfolio t; n 1s the number of days 
in which the portfolios have at least one 
security: 
255 

(A4) n= > D,. 


Finally, we estimate the cumulative average 
standardized average abnormal returns: 


S>5 
(A5) CASAARg 5, = ) ASAAR. 
t=S, 


If the ASAAR are independent over time, the 


standard deviation of the CASAARs, g2 is as 
follows: 


(A6) a(CASAARg s )= JS, -S, +1x V1. 


Then, the test statistic is as follows: 


CASAAR 
(A7) {=| ee, 
JS, —-S,+1 
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ABSTRACT 


Foreign branding—or using brand names that evoke foreign associations through, for - 
example, spelling a brand name in a foreign language—is a popular means in both : 
developed and emerging countries of suggesting a specific country of origin (COO) in the : 
hope that it will evoke certain product qualities. As a result, consumers increasingly - 
encounter products with brand names that imply a COO that differs from the actual COO : 
(where the product is manufactured). In four experiments, the authors find support for the : 
hypothesis that incongruence between the actual COO and implied COO decreases : 
purchase likelihood asymmetrically. Incongruence backfires in hedonic categories but has : 
hardly any effect in utilitarian categories. Furthermore, incongruence decreases purchase : 
likelihood more if the actual COO is an emerging rather than developed country. The : 
authors address the psychological process underlying the asymmetric effect of : 
incongruence by showing that consumers apply different information-processing : 
strategies to hedonic versus utilitarian products. These results have important implications : 
for (foreign) branding decisions. 


foreign branding, international marketing, emerging economies, brand 
management 
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Choosing a brand name is_ fundamentally 
important for companies (Aaker 1996; Keller, 
Heckler, and MHouston 1998; Keller and 
Lehmann 2006). A strategy that an increasing 
number of companies worldwide have adopted 
uses foreign brand names—that is, "spelling or 
pronouncing a brand name in a _ foreign 
language" (Leclerc, Schmitt, and Dubé 1994, 
p. 263). Foreign branding implies a specific 


country of origin (COO) in an effort to build 
or enhance perceptions of certain product 
attributes. For example, Haagen-Dazs, an 
American ice cream brand, implies a 
Scandinavian origin, and Storck, a German 
confectionary producer, gave French names to 
its products Merci and Chocolat Pavot. 
Similarly, a Japanese fashion designer, Issey 
Miyake, gives French names to his perfumes 


(e.g., L'Eau Bleu, La Creme de _ L'Eau) 
presumably to highlight their hedonic elegance 
and temptation properties through automatic 
references to French perfume brands. The 
Renkus-Heinz American loudspeaker 
company uses German language associations 
presumably to enhance perceptions of their 
products' reliability. 


However, foreign branding is not limited to 
companies from developed economies. Firms 
from emerging countries increasingly market 
their own brands’ domestically and 
internationally with the ambition of 
positioning them as global brands (Brown 
2005). Yet many of them use foreign brand 
names in the hope that foreign (mostly 
Western) appeal will induce higher quality 
perceptions and greater social status for their 
brands (Zhou, Yang, and Hui 2010). For 
example, several Korean firms have assigned 
French brand names to their cosmetic lines 
(e.g., Laneige and |§Mamonde [by 
Amorepasific], Luichel [by Hanbul Cosmetics 
Co. Ltd]). Two leading Chinese appliance 
brands, Haier and Galanz, use more Germanic 
brand names, perhaps to enhance the utilitarian 
associations, such as durability and quality, 
often assigned to German appliances. 


Consumers thus encounter products that carry 
a foreign brand name that implies a particular, 
often developed, COO while the "made in" 
label (actual COO) reveals that the product 
was manufactured in an emerging country. Do 
such strategies work? What happens when 
consumers read the actual "made in" 
information? According to Miller (2011), 
approximately one-quarter of consumers make 
purchase decisions on the basis of COO 
information. Anecdotal evidence consistently 
illustrates that companies strongly believe that 
consumers pay attention to "made in" labels 
(i.e., the actual COO) and their congruence 
with the foreign brand names when making 
purchase decisions. For example, in_ the 
fashion industry, Chinese firms began to 
manufacture in Italy simply to ensure that they 
could use the "Made in Italy" label to enhance 
favorable COO associations (Donadio 2010). 
Prior research has also demonstrated the 
ability of "made in" labels to create differential 
advantage (Sheth 2011). Therefore, 
understanding consumers' reactions to the 
(in)congruence between the COO implied by 
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the brand name and the product's actual COO 
is of crucial importance for branding 
decisions. 


Academic literature has established _ that 
consumers use COO as an extrinsic cue to 
evaluate products (for reviews, see Agrawal 
and Kamakura 1999; Verlegh and Steenkamp 
1999). Much research considers consumers’ 
reactions to actual (1.e., "made in") COO cues 
(Balabanis and Diamantopoulos 2004) and 
factors that determine the weight given to 
these cues, especially cultural (Gurhan-Canli 
and Maheswaran 2000a) and consumer-related 
(Giirhan-Canli and Maheswaran 2000b; Hong 
and Wyer 1989; Klein, Ettenson, and Morris 
1998; Maheswaran 1994) factors. In contrast, 
despite the prevalence of foreign branding as a 
global managerial practice, academic research 
that addresses questions about the 
effectiveness of implied COO cues, such as 
foreign branding, and their (in)congruence 
with actual COO cues is scarce. 


Two important gaps have emerged in existing 
literature regarding the effectiveness of foreign 
brand names (see Table 1). First, prior studies 
focus on the effects of foreign brand names 
from developed countries combined with an 
actual developed COO. At the time this 
research was conducted, this focus was 
understandable, but today, emerging countries 
are important suppliers of manufactured goods 
(Sheth 2011). Since the 1990s, the share of 
exports from emerging economies has 
increased dramatically, and in 2010, it reached 
41.05% of the worldwide merchandise trade 
(World Trade Organization [WTO] 2011). 
According to an Organisation for Economic 
Co-operation and Development forecast, 
emerging economies will account for nearly 
60% of the world's gross domestic product by 
2030 (Gurria 2010). The popularity of foreign 
branding strategies in these economies (Zhou, 
Yang, and Hui 2010) makes it crucial for 
managers to understand the extent to which the 
positive associations implied by a foreign 
brand name hold if consumers discover the 
product was made in an emerging country. 


Second, existing research focuses primarily on 
the effects of foreign brand names on 
consumers’ perceptions of hedonic products 
(see Table 1). Leclerc, Schmitt, and Dubé 
(1994) demonstrate that French brand names 
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(cf. English and thus domestic names) enhance 
U.S. consumers' attitudes toward, and taste 
perceptions of, hedonic products. Similarly, 
Verlegh, Steenkamp, and Meulenberg (2005) 
demonstrate that foreign brand names enhance 
perceptions of tomatoes’ taste, and Haubl and 
Ekod (1999) show that foreign brand names 
influence perceptions of Alpine skis. However, 
recent literature suggests that consumers 
activate different sets of goals (functionality- 
vs. pleasure-related goals) and employ 
different information-processing _ strategies 
when considering utilitarian and hedonic 
products (Chemev 2004; Chitturi, 
Raghunathan, and Mahajan 2007, 2008). To 
the extent consumers' processing strategies 
determine the type of product information they 
consider diagnostic in their product purchase, 
their reactions to foreign brand names and 
their (in)congruence with the actual COO may 
have asymmetric effects on _ purchase 
intentions for hedonic and utilitarian products. 


Despite a rich body of literature on consumers' 
reactions to actual COO cues and academic 
literature emphasizing the increasing 
popularity of foreign branding, no study has 
systematically addressed the interaction effect 
between these two (i1.e., actual and implied) 
COO cues. In this research, we not only 
address the interaction between the two COO 
cues but also investigate two important 
moderators of the effect of incongruence 
between the two COO cues on_ purchase 
likelihood. We demonstrate that incongruence 
between the actual and implied COO has an 
asymmetric effect for hedonic versus 
utilitarian products, such that it backfires for 
hedonic products but has hardly any effect on 
utilitarian products. Furthermore, 


TABLE 1 


incongruence decreases purchase likelihood to 
a greater extent if the actual COO is an 
emerging country rather than a developed 
country. Finally, we explain this asymmetric 
effect by revealing that different processing 
strategies for hedonic and utilitarian products 
represent the underlying psychological 
process. 


THEORETICAL BACKGROUND: 
PROCESSING STRATEGIES FOR 
HEDONIC VERSUS UTILITARIAN 
PRODUCTS 


The idea of foreign brand names is to utilize 
an appropriate, usually category-favorable, 
country image to influence consumers’ 
evaluations of a product. For example, 
research has suggested that French brand 
names enhance hedonic perceptions’ of 
products (Leclerc, Schmitt, and Dubé 1994), 
whereas German brand names evoke utilitarian 
associations with products (Heslop and 
Papadopoulos 1993). In any case, foreign 
brand names provide consumers with an 
implicit COO cue (Agrawal and Kamakura 
1999; Verlegh and Steenkamp 1999). This 
implied COO cue may or may not be 
congruent with the actual COO cue that 
consumers obtain from the "made in" 
information (Giirhan-Canli and Maheswaran 
2000b; Maheswaran 1994). In general terms, 
"congruence" implies the extent to which 
associations of one object share content and 
meaning with another object's association 
(Keller 1993). Here, we focus on country 


Overview of Literature on Foreign Brand Names 


Developed countries 


Type of Foreign Brand Name/Product Match 
Actual COO Hedonic 
Leclerc, Schmitt, and Dubé (1994) 


Utilitarian 


This research 


Verlegh, Steenkamp, and Meulenberg (2005) 
Haubi and Elrod (1999) 


This research 


Emerging countries This research 


image associations. Thus, we _ define 
"incongruence" as a mismatch between the 
country associations triggered by the actual 


This research 


COO ("made in" label) and the associations 
triggered by the COO implied by the foreign 
brand name. Both the implied COO and the 


actual COO information serve as COO cues 
(Haubl and Ekod 1999; Leclerc, Schmitt, and 
Dubé 1994). Yet the amount of attention that 
consumers pay to any COO cue may differ 
depending on how they process the product 
information (Sengupta, Goodstein, and 
Boninger 1997). 


In line with previous research (Batra and 
Ahtola 1990; Chitturi, Raghunathan, and 
Mahajan 2008; Gill 2008; Hirschmann and 
Holbrook 1982), we define "hedonic products" 
as products that are associated with sensory, 
experiential, and enjoyment-related attributes 
and are consumed and evaluated primarily on 
the basis of benefits related to enjoyment, 
taste, aesthetics, and symbolic meaning. We 
define ‘utilitarian products" as _ products 
associated with functional, practical, and 
tangible attributes that are consumed and 
evaluated primarily on the basis of functional, 
instrumental, and practical benefits. 


The literature suggests that consumers activate 
different sets of goals depending on the type of 
product they are considering; they tend to have 
functionality-related goals when they consume 
utilitarian products and pleasure-related goals 
when they consume _ hedonic products 
(Chemev 2004; Chitturi, Raghunathan, and 
Mahajan 2007, 2008). These  goalrelated 
differences imply that consumers' product 
evaluation criteria and the information- 
processing procedures they use to evaluate 
products may differ systematically between 
hedonic and utilitarian products. Specifically, 
several studies suggest that the consumption of 
utilitarian products (1.e., those consumed with 
a utilitarian goal) is highly cognitively driven 
and accomplishes a functional or practical task 
(Homburg, Koschate, and Hoyer 2006; 
Strahilevitz and Myers 1998). Thus, for a 
utilitarian product, consumers are more likely 
to scrutinize all available information to arrive 
at a reasoned product attitude (Aaker and 
Sengupta 2000; Gurhan-Canli and 
Maheswaran 1998; Petty, Cacioppo, and 
Schumann 1983; Petty and Wegener 1999). At 
the same time, because consumers who 
consider buying a utilitarian product are more 
likely to engage in deep cognitive elaboration 
and effortful information processing, they are 
also better able to differentiate product 
information according to its relevance for their 
goal and ignore the irrelevant information. 
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Consequently, they are likely to pay more 
attention and attach greater weight to 
individual product attributes and less weight to 
cues in_ general, including COO _ cues, 
regardless of their congruence (Babin, Darden, 
and Griffin 1994; Maclnnis and Jaworski 
1989). Consistent with this view, Guirhan- 
Canli and Maheswaran (2000b) find (in their 
Experiment 1) that people who _ processed 
product information 
cognitively (under high involvement) largely 
ignored COO information because it was not 
relevant (salient) enough for them. 


In contrast, the consumption of hedonic 
products is driven by affective and sensory 
experiences of sensual or aesthetic pleasure 
(Chemev 2004; Dhar and Wertenbroch 2000; 
Okada 2005). Therefore, rather than being 
evaluated on the basis of individual product 
attributes, hedonic products are evaluated on 
the basis of their experiential or symbolic 
meaning (Holbrook and Hirschman 1982; 
Mittal 1989; Zajonc and Markus 1982). In 
particular, consumers form a global product 
image, which is evaluated subjectively and 
abstractly (e.g., the extent to which the image 
of a product fits a consumer's self-image), 
rather than process separate product attributes. 
Furthermore, for some hedonic products, 
especially those linked to consumer self-image 
(e.g., self-expressive products, such as fine 
arts, jewelry), it is meaningless to even attempt 
to decompose them into individual product 
attributes because this type of product is 
meaningful only as a whole (Hirschman 1983). 
Thus, consumers’ evaluations of hedonic 
products are driven by their satisfaction with 
the holistic images of the products. 
Consequently, they are less likely to go 
through deep cognitive elaboration and 
extensive processing of individual product 
attributes. Instead, they are more likely to 
process information holistically and rely on 
more affective and subjective heuristics (Botti 
and McGill 2011; Mittal 1989; Shiv and 
Fedorikhin 1999), including COO _ cues 
(Giirhan-Canli and Maheswaran 2000a, b). 


This prediction is also consistent with the 
literature on holistic versus analytic 
processing. For example, as Monga and John 
(2010, p. 81) conclude, "holistic thinkers and 
analytic thinkers detect different kinds of 
connections between objects." While analytic 
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thinking enhances the tendency to _ find 
similarities between objects, category 
memberships, and attributes, holistic thinking 
promotes the tendency to find thematic 
interdependencies between objects. With 
regard to our research, these differences in 
thinking styles would suggest that for 
utilitarian products, analytic processing 
facilitates detachment of the product from the 
context and a focus on the extent to which the 
product's attributes are similar to what would 
be expected from the product category (e.g., 
price, color). For hedonic products, holistic 
thinking leads consumers to process how a 
product fits a theme (e.g., "style"). Thus, the 
degree to which the incongruence between 
actual and implied COO matters for hedonic 
products depends on how strongly the 
incongruence harms the holistic image or the 
theme a consumer has in mind. For example, 
the perception of "style" implied by a French 
COO cue may be diminished by a "Made in 
China" cue. 


Thus, consumers employ different processing 
strategies for hedonic’ versus utilitarian 
products. In turn, the processing strategy will 
determine how much attention they pay to 
individual product attributes (e.g., price, 
shape) versus cues (e.g., COO) and the type of 
product information they consider diagnostic 
in their product purchases. Therefore, we 
expect that consumers are more likely to pay 
attention to both implied and actual COO cues 
and are more influenced by those cues when 
processing information about hedonic products 
(vs. utilitarian products). Consequently, we 
expect that incongruence between implied and 
actual COO cues has stronger negative effects 
on purchase intentions for hedonic than for 
utilitarian products. 


We tested our main proposition and the 
underlying process in four studies. Studies 1 
and 2 test the effect of incongruence between 
actual (emerging and developed) and implied 
COO cues for both hedonic and _ utilitarian 
products. Studies 3 and 4 address the 
underlying process and the managerial 
implications, with Study 4 using more 
information- rich stimuli to further support the 
notion of different processing strategies for 
hedonic versus utilitarian products. 


STUDY 1 : THE EFFECT OF 
INCONGRUENCE BETWEEN 
ACTUAL AND IMPLIED COO ON 
PURCHASE LIKELIHOOD 


Study | tests the effects of foreign branding on 
purchase likelihood when consumers confront 
a foreign brand name that implied one COO 
and a "made in" label suggesting a different 
(either emerging or developed) COO. In 
addition, we investigated whether 
incongruence between the implied and actual 
COO affected hedonic versus utilitarian 
products differently. In extant literature on 
foreign branding, this incongruent condition 
has been represented only by a domestic actual 
COO cue (i.e., a French brand name with a 
"Made in the U.S.A." label for a sample of 
U.S. consumers; Leclerc, Schmitt, and Dubé 

1994), which could be © subject’ to 
ethnocentrism (Klein, Ettenson, and Morris 

1998). In contrast, we investigated products 
with foreign brand names manufactured in a 
foreign country. 


Because consumers are less likely to pay 
attention to COO cues when _ processing 
utilitarian products, we expect that 
incongruence between the actual and implied 
COO will have a stronger negative effect for 
hedonic products than for utilitarian products. 
However, the size of this effect should also 
depend on the favorableness of the country's 
product stereotypes, as suggested by both 
COO cues. A strong perceived quality bias 
separates developed countries, which tend to 
evoke favorable product quality associations, 
from emerging countries, which tend to evoke 
unfavorable associations (Héubl and Ekod 
1999; Heslop and Papadopoulos 1993). To 
note these differences, we distinguished 
incongruence caused by an emerging COO 
from that caused by a developed COO. 
Incongruence caused by a developed COO 
occurs when both COO cues (foreign brand 
name and actual "made in" information) 
suggest two different developed COOs—for 
example, when a French-looking brand name 
suggests that the product is made in France 
when it is actually made in Germany. In 
contrast, incongruence caused by an emerging 
COO describes a situation in which at least 
one of the COO cues suggests an emerging 


COO. Specifically, we focused on the common 


practice of adopting a brand name _ that 
suggests a developed COO for a_ product 
whose manufacturing actually occurs in an 
emerging country. 

We expect that incongruence caused by an 
emerging COO reduces consumers’ purchase 
likelihood more than incongruence caused by a 
developed COO. Formally, 


H,: Incongruence between the implied and 
actual COO reduces purchase likelihood for 
hedonic products more than for utilitarian 
products. 


H,: Incongruence caused by an emerging COO 
reduces purchase likelihood more _ than 
incongruence caused by a developed COO. 


Pretests 


Implied COO. We generated a list of fictitious 
foreign brand name pairs (French-German) 
that satisfied two conditions. First, French and 
German native speakers checked the brand 
names to ensure that they were acceptable in 
both languages and followed syntactic and 
phonetic rules of the French and German 
languages. Second, the brand names exhibited 
the greatest possible similarity in terms of 
syllables and length (i.e., visual appearance). 
For the pretest, 37 native English speakers 
from New Zealand (17 female) viewed the 
brand names in a randomized order. They 
judged the extent to which they perceived each 
of the brand names as foreign and the country 
from which they likely came. The pretest 
identified several brand name pairs with 
correct identification hit rates of more than 
75%, which we used in Studies 1-4. 


Hedonism versus utilitarianism of the actual 
COO. We used the two-dimensional multi- 
item scale from Voss, Spangenberg, and 
Grohmann (2003) to test the degree to which 
France and Germany appeared to be hedonic 
or utilitarian (from -3 to +3). Respondents 
perceived France as_ significantly more 
hedonic than Germany (Mffance hedonic = -/1, 
Mermany_hedonic = -27, t[349] - 4.07, p< .OOL), 
and they perceived Germany as significantly 
more utilitarian than France 
(MGermany_utilitarian = .97, Merance utilitarian 
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=.44; t[349] = 5.03,p < .001).' Bangladesh as 
the emerging actual COO provoked neither 
hedonic nor utilitarian perceptions 
(Mntititarianism = -25, t{30] = 1.10, p> .10; 
Muedonism = -10; not significantly different from 
the midpoint (0): t{[30] -.40, p > .10) in an 
additional pretest of several emerging 
countries. 


Method 


Study design and sample. Study 1 used a 2 
(brand name: French ([Croixbergiére] vs. 
German [Kreuzberger]) x 3 (actual COO: 
congruent [same country as suggested by the 
foreign brand name] _ vs. incongruent 
developed COO [made in a_ different 
developed country] vs. incongruent emerging 
COO [made in a different emerging country]) 
x 2 (product type: hedonic vs. utilitarian) 
between-subjects design. We used a luxury 
watch as the hedonic product and a sports 
watch as the utilitarian product. To control for 
a potential price effect, we held the price 
constant across all the conditions. 


We collected data using a web-based survey of 
consumers in New Zealand, which was 
conducted by a professional firm _ that 
specializes in online market research. Online 
surveys offer a good alternative to lab 
experiments because they  can_ reach 
representative consumer samples and decrease 
response style bias (Deutskens et al. 2004; 
Fischer, V6lckner, and Sattler 2011). We 
chose New Zealand because it is a developed 
country with a high level of foreign trade and 
is exposed to different types of foreign 
products (WTO 2009). English is the native 
language in New Zealand, so both French and 
German were foreign languages to the 
respondents. Finally, by moving beyond the 
U.S. student sample used by Leclerc, Schmitt, 
and Dubé (1994), we increase generalizability 
of our findings for this research field. The 
sample consisted of 577 (298 _ female) 


* Both countries also scored sufficiently high on the 
other dimension (values of approximately 0), so it is 
unlikely that our findings were driven by Germany 
(France) being perceived extremely low on the hedonic 
(utilitarian) dimension. 
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respondents randomly assigned to the 12 
experimental conditions.” 


Procedure and measures. Respondents 
received an invitation to participate in an 
online survey. They saw a fictitious 
advertisement that showed the product, its 
brand name, its price, and a short description. 
Figure 1 presents the stimuli for the French 
brand name; the stimuli for the German brand 
name were identical except that we replaced 
"Croixbergiere" with "Kreuzberger." For the 
conditions with congruent COO cues, "Made 
in France" ("Made in Germany") appeared in 
the advertisement for the product with a 
French brand name (German brand name). In 
the incongruent developed COO conditions, 
"Made in Germany" appeared for the product 
with a French brand name, and "Made in 
France" appeared with a German brand name. 
Finally, in the incongruent emerging COO 
conditions, "Made in Bangladesh" appeared 
for both products. After viewing _ the 
advertisement, participants indicated their 
likelihood of purchasing the product on a 
seven-point scale (1 = "not at all likely," and 7 
= "very likely"). 


We controlled for interest in the product 
category as an alternative driver of consumers’ 
purchase likelihood. For example, in_ the 
luxury watch condition, participants indicated 
their agreement with the following statement: 
"Overall, I am very interested in luxury 
watches" (seven-point scale: 1 = "strongly 
disagree," and 7 = "strongly agree"). There 
were no significant differences between the 
hedonic and utilitarian product (p > .10). Next, 
to rule out a potential alternative explanation 
that the asymmetry in the effect of the 
incongruence is caused by _ participants 
attributing higher quality to German brand 
names than to French ones, we _ asked 
participants to indicate their expectations 
about the product's quality level on a seven- 


* In the sample, 51.6% of the respondents were women 
(compared with 51.9% of New Zealand's population; 
Statistics New Zealand 2006). In terms of age, 37.4% of 
the sample were 15-34 years of age (34.5% of New 
Zealand's population), 34.4% were 35-54 years (36.8% 
of New Zealand's population), and 28.1% were older 
than 54 years (28.8% of New Zealand's population). 
Regarding monthly individual net income, 24.4% eamed 
less than $1,000; 50.0% eamed $1,000-$4,999; 8.5% 
earned more than $5,000; and 17.2% indicated they 
"would rather not say." 


point scale (1 = "very poor," and 7 = 
"excellent"). There were no © significant 
differences in quality perceptions between 
products with French or German brand names 
(Moerman = 9-94, Merench = 6.14; t[181] - 1.37, p 
> .10). That is, the perceived quality of the 
products with a French brand name was equal 
to the perceived quality of the products with a 
German brand name .” 


Brand name. We asked participants to indicate 
the likelihood that the brand shown in the 
stimuli was foreign (1 = "definitely domestic," 
and 7 - "definitely foreign"). They judged the 
brand names as foreign (Mcroixbergisre = 6.42, 
Mkreuzberger = 6.34, significantly different from 
Uie midpoint of 4; French: t[266] = 37.24, p < 
.OO1; German: t[309] = 37.66,p<.001). 


Implied and actual COO. When we asked 
participants, "Based on the spelling of the 
brand name, which country is [brand name] 
most likely to come from?" 79% in the French 
brand conditions correctly identified the brand 
name as French, and 87% of the respondents 
in the German brand conditions correctly 
identified the brand name as German. The 
recall hit rates of the actual COO were 80% 
for Bangladesh, 76% for France, and 88% for 
Germany. Finally, as anticipated, consumers’ 
general attitude toward Bangladesh (M = 3.59) 
was significantly lower than their attitude 
toward France (M = 5.05; t[381] = 11.94,/7 < 

.OO1) and Germany (M = 5.17; t[378] = 14.03, 
p s .00O1). France and Germany did not 
significantly differ in terms of general attitude 
(t[389] = -1.03,p > .10). 


Hedonic versus utilitarian products. We tested 
the degree to which respondents perceived the 
products as hedonic or utilitarian (Leclerc, 
Schmitt, and Dubé 1994; Okada 2005) on a 
seven-point utilitarianism/hedonism scale (1 = 
"definitely utilitarian," and 7 = "definitely 
hedonic"). Respondents rated the luxury watch 
(Moiuxury_watch = 4.64) significantly (t[575] = 


> Note that when we compared congruent (i.e., brand 
name and actual "made in" information suggesting the 
same country) and incongruent (i.e., brand name and 
actual "made in" information being different countries) 
cells, we found significant differences (p < .05) in the 
logical direction; that is, perceived quality was higher for 
the congruent cells (Mouatity congruent = 6.03) than for the 
incongruent cells (Mouatity incongruent = 5-39). 


FIGURE 1 
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Stimuli for French Brand Name (Study 1) 





Congruent Actual 
COO Information 


Croixbergiére 


Hedonic 


The Art of Elegance 


In stores soon....R.A.P. $ 369.99 


Made in France Made in Germany 


Croixbergiere 
Sports Watch 


Utilitarian 


The Technology of Precision 


In stores soon....R.A.P. $ 369.99 


Made in France 


incongruent Developed 
Actual COO Information 


Croixbergiére 


in stores soon.... ALA.P. § 369.99 


Croixbergiére 


The Technology of Precision 


In stores soon....R.A.P. $ 369.99 





Made in Germany 


incongruent Emerging 
Actual COO Information 


Croixbergiére 


in stores soon,... R.A.P. $ 369.99 
Made In Bangladesh 


The Technology of Precision 
In stores soon....FA.A.P. $ 369.99 
Made In Bangladesh 








12.85, p < .001) more hedonic than the sports 
watch (Mo ports_ watch = 3.03). 


Results 


We estimated a 2 _ (Croixbergiere vs. 
Kreuzberger) x 3 (congruent vs. incongruent 
developed COO vs. incongruent emerging 
COO) x 2 (hedonic vs. utilitarian) full-factorial 
analysis of variance (ANOVA) with purchase 
likelihood as the dependent variable. As 
expected, we found a significant main effect of 
the three-level incongruence factor (F[2,565] = 

8.64, p < .001; means in Figure 2), suggesting 
that the incongruence between actual and 
implied COO decreased purchase likelihood. 
We predicted that incongruence would reduce 
purchase likelihood more for hedonic products 
than for utilitarian products (H,). Consistent 
with this expectation, we found a significant 
interaction effect of the product type with the 
three-level incongruence factor (F[2, 565] = 

3.9§,p< .05). To interpret this significant 
interaction effect, we conducted planned 
comparisons to contrast the three cells (.e., 
congruence, incongruence caused by a 
developed COO, and incongruence caused by 


an emerging COO) for both hedonic and 
utilitarian cases (Hair et al. 2010).” 


First, the simple main effect of incongruence 
was only significant for the hedonic case 
(F[2,570] = 10.90, < .001) and not for the 
utilitarian case (F[2, 570] = 1.75, p > .10), 
which suggests that incongruence between 
actual and implied COO only matters for 
hedonic products, whereas it does not have a 
significant effect for the utilitarian product in 
this study. Second, for the hedonic case, the 
congruence between the actual and implied 
COO (Meongruent = 3.21; see Figure 2) led to 


“ We tested for the homogeneity of variance in all 
studies. The assumption holds true except for this 
planned comparison (hedonic case, p < .O1). According 
to Tabachnick and Fidell (2007, p. 123), "the assumption 
of homogeneity of variance is robust to violation when 
(1) Fnax [Cargest variance/smallest variance)] < 10, (2) 
the ratio of largest to smallest sample size is less than 
4:1, (3) two-tailed tests are used, and (4) an omnibus 
analysis is performed." If these requirements are met, 
"the probability associated with the critical value of F is 
close to the tabled value" (Tabachnick and Fidell 2007, p. 
123). While conditions 1-3 are fully met, planned 
comparisons "violate" the omnibus analysis requirement. 
Therefore, we followed Tabachnick and Fidell's (2007) 
guidelines and applied Welch's’ correction when 
determining the critical Fvalues (which compensates for 
an inflated Type I error rate). 
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FIGURE 2 
Means for Purchase Likelihood (Study 1) 


Purchase Likelihood 





Utilitarian Hedonic 


@ Congruent COO-information 
D incongruent developed COO-information 
@ incongruent emerging COO-information 


Notes: Standard deviations are in parentheses. 


a greater purchase likelihood than either the 
incongruent condition with a developed COO 
(Mincongruent_developed = 2.76; Fweicn [1,185.21] = 

4.31, p < .O5) or the incongruent condition 

with an emerging COO (Viinosnarenicemersing = 

2.19; Fweten. [1, 177.23] = 21.67, p < .001). In 

contrast, for the utilitarian case, none of the 

differences were significant: neither the 
congruent COO condition (Meongruent = 2-82) 
compared with the incongruent emerging COO 
condition CM neononienicemessing = 2.60; FI, 570] = 

.99,p > 1O) nOr the congruent COO condition 

compared with the incongruent developed 

COO condition (Minesnsnient:developsd = 2.99; FI, 

570] = .70, p > .10). We also found support for 

our hypothesis (H2) that the incongruence 
caused by an emerging COO reduces purchase 
likelihood more than the incongruence caused 
by a developed COO (F{I, 588] - 10.22, p < 

.O1; Figure 2). The difference between the two 
types of incongruence was significant for the 
hedonic case (Fweien [1, 190.35) = 7.00, p «< 

01) but only marginally significant in the 

utilitarian case (F[I, 570) = 3.50, p= .07). 


Neither the main effect of the brand name nor 
its interactions with other variables were 
significant (p > .10). Thus, it is unlikely that 
the asymmetry was caused by consumers' 
simple preference for products with German 
brand names over products with French 
names. To rule out that the asymmetry was 
simply caused by the "made in" label (rather 
than the incongruence), we compared the 
difference between "Made in France" and 
"Made in Germany" across the congruent and 
incongruent conditions. This difference was 


insignificant {p > .10). Thus, it is not just the 
"made in" label that drives the asymmetric 
effect; it is the incongruence between both 
COO cues. 


With respect to the underlying process, if the 
asymmetry in the effects of incongruence on 
purchase likelihood was indeed caused by 
participants relying more on COO cues when 
processing a hedonic product (cf. utilitarian 
product), respondents should also be able to 
recall the "made in" cue better if they 
evaluated a hedonic product. Although recall 
does not necessarily imply that the respondents 
used the information for decision making, the 
reverse should be true; that is, respondents 
who did not recall the information were not 
able to use it in their purchase decision. 
According to. classical memory _ theory, 
information can only be recalled if consumers 
(1) paid attention to it in the sensory memory 
and (2) elaborated on it in the shortterm 
memory (e.g., MacGregor 1987). Thus, 
respondents’ ability to recall the "made in" cue 
should indicate whether they had processed the 
information. The results supported our 
expectation: Respondents made significantly 
more mistakes in the identification of the 
actual COO (1.e., "made in" information) in the 
case of utilitarian products (correct 
identification: 77.5%) than in the case of 
hedonic products (correct identification: 

84.5%; z = 2.16, p < .05). 


Discussion 


The results of Study 1 indicate that the effect 
of incongruence between the COO implied by 
a foreign brand name and the actual COO on 
purchase likelihood is asymmetric and 
depends on the product type (utilitarian vs. 
hedonic) and the type of incongruence (..e., 
developed or emerging actual COO). We 
found that any incongruence between the 
actual and implied COO (vs. congruence) 
decreased purchase likelihood for the hedonic 
product. In contrast, for the utilitarian product, 
neither the incongruence caused by = an 
emerging COO nor the incongruence caused 
by a developed COO _ was _§ significantly 
different from the congruent condition. In line 
with our prediction of the underlying process, 
we also found that consumers who evaluated a 
utilitarian product were significantly less 


likely to correctly recall the actual COO. This 
finding is consistent with the idea _ that 
consumers process information about hedonic 
and utilitarian products differently—namely, 
they pay less attention to COO cues when 
evaluating utilitarian products. Consequently, 
the incongruence between implied and actual 
COO cues is less likely to be noticed for 
utilitarian products, thus leading to the 
asymmetric effects for hedonic versus 
utilitarian products. As we expected, overall, 
the incongruence caused by an emerging COO 
reduced purchase likelihood more than 
incongruence caused by a developed COO 
across product types. 


STUDY 2: GENERALIZING THE 
ASYMMETRIC IMPACT OF 
INCONGRUENCE INA 
DIFFERENT CONTEXT 


Thus far, we have established _ that 
incongruence between the implied and actual 
COO reduces consumers’ purchase likelihood 
for hedonic products more than for utilitarian 
products. In Study 2, we _ extend the 
generalizability of our research by testing the 
asymmetry hypothesis with a different country 
sample, a different product, and a different set 
of foreign brand names. 


Study Design and Sample 


Study 2 was similar to Study 1 with the 
following exceptions. We collected the data in 
a different country (Australia, an English- 
speaking country with a high level of foreign 
trade and where French and German are 
foreign languages). We used different products 
(perfumed shower gel as the hedonic product 
and an antiperspirant shower gel as_ the 
utilitarian one), a different emerging country 
(the Philippines) in the incongruent emerging 
COO condition , and different brand names 
(French "Baniéme" and German "Banheim"). 


Study 2 used a 2 (product type: hedonic vs. 
utilitarian) x 3 (actual COO: congruent ["Made 


: In a pretest, we determined that the Philippines was perceived 
as a country that is neither hedonic nor utilitarian. Respondents 
indicated the hedonism/utilitarianism of the country on a 
sevenpoint, one-item scale (23 respondents; M = 4.05, not 
significantly different from the midpoint of 4; t[20] = .27,p> 
.10). 
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in France (Baniéme)"/ "Made in Germany 
(Banheim)"] vs. incongruent developed COO 
["Made in Germany (Banieme)"/"Made in 
France (Bénheim)"] vs. incongruent emerging 
COO ["Made in the Philippines (Baniéme and 
Banheim)"]) between-subjects design (Figure 
3). In contrast to Study 1, we always used the 
French brand name for the hedonic product 
and the German brand name for the utilitarian 
one to focus on the incongruence between 
implied and actual COO. 


Procedure and Measures 


The same research firm collected the data from 
a representative Australian consumer sample .° 
The sample consisted of 267 respondents (142 
female). The data collection procedure was 
identical to Study 1. We confirmed the 
intended manipulations with manipulation 
checks using the same scales as in Study | (see 
the Web Appendix at www.marketingpower. 
coni/jm_webappendix). 


Results 


We estimated a 2 (hedonic vs. utilitarian) x 3 
(congruent vs. incongruent developed COO vs. 
incongruent emerging COO) ANOVA with 
interest in the product as a covariate and 
purchase likelihood as the dependent variable. 
Consistent with Study 1, we found a 
significant main effect of the three-level 
incongruence factor (F[2, 260] = 11.89,/? < 

O01) such that imncongruence decreased 
purchase likelihood.’ The interaction effect 
between the three-level incongruence factor 
and the product type was significant (F[2, 260] 

= 3.32,p < .05), indicating that incongruence 

especially backfires in hedonic categories (vs. 


° In the sample, 53.2% of the respondents were women 


(compared with 49.4% of the Australian population; Australian 
Bureau of Statistics 2006). In terms of age, 40.8% of the sample 
were 15-34 years of age (35.4% of the Australian population), 
34.8% were 35-54 years (37.7% of the Australian population), 
and 24.3% were older than 54 years (27.1% of the Australian 
population). In terms of monthly individual income, 18.4% 
earned less than $1,000; 55.1% earned $1,000-$4,999; 8.2% 
earned more than $5,000; and 18.4% indicated they "would 
rather not say." 

” As in Study 1, when comparing congruent (i.e., brand name 
and actual "made in" information suggesting the same country) 
and incongruent cells (i.e., brand name and actual "made in" 
information being different countries), we find that perceived 
quality is significantly higher for the congruent cells 
(Mouality congruent = 5.35) than for the incongruent cells 
(Muality_incongruent= 4.68; t{265]=-3.28,p<.01). 
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FIGURE 3 
Stimuli for Study 2 


Congruent Actual 
COO Information 


Baniéme 


Hedonic 


ae 
In major department stores and 
pharmacies soon.... 
R.RP. § 19.95 
Made in France 


Banheim 


Antiperspirant shower gel 


Utilitarian 


3 SOON... 
RAP. §$ 19.95 
Made In Germany 


utilitarian categories), further supporting the 
hypothesized asytnmetric effect. Consistent 
with Study 1, we also found that incongruence 
caused by an emerging COO reduced purchase 
likelihood more than incongruence caused by a 
developed COO across product types (F{I, 
261] 7.95,/7 < .01). More importantly, 
consistent with Study 1, the incongruence 
between the actual and implied COO seemed 
only to affect the hedonic category, not the 
utilitarian category. That is, in the hedonic 
case, the incongruence between the actual and 
implied COO had a significant negative effect 
on purchase likelihood (Mincongruent emerging = 
2.13; Fl, 260] = 24.32,;) < .01) compared with 
the congruent condition (Meongruent = 3.55). In 
contrast, for the utilitarian case, this difference 
was insignificant (Mincongruent_emerging 3.00, 
Meongruent = 3.52; Fl, 260] = 2.43, p > .10). 
These results replicate our finding in Study 1 
that incongruence harms hedonic products but 
does not seem to significantly affect utilitarian 
products. The effects for product type (F{l, 
260] = 15.91,p < .0O1) and interest in the 
product category (F[1, 260] = 102.43, p < .001) 
were also significant (Figure 4). Again, 
respondents paid less attention to the actual 
COO cue (1.e., "made in" information) in the 
utilitarian case. That is, they made 


incongruent Developed 
Actual COO Information 





Made In Germany 





incongruent Emerging 
Actual COO Information 


Baniéme 


Baniéme 


ee | 
In major department stores and 
s00N.... acies soon.... 
R.AP. $19.95 FLAP. $ 19.95 


Made In the Philippines 


Banheim Banheim 





Made In France 


Made in the Philippines 


significantly more mistakes in __ the 
identification of the actual COO in the case of 
the utilitarian product (correct identification: 
75.2%) than in the case of the hedonic product 
(correct identification: 85.4%; z = 2.12, p < 
05). 


Discussion 


Using a different country sample (Australia), a 
different product (shower gel), and different 
foreign brand names. Study 2 provides further 
support for our proposition that incongruence 
between the actual and implied COO 
asymmetrically decreases purchase likelihood 
depending on the product type (utilitarian vs. 
hedonic) and the type of incongruence 
(developed or emerging actual COO). 
Consistent with Study 1, we found that 
respondents in the utilitarian condition made 
significantly more mistakes in the correct 
identification of the actual COO than 
participants in the hedonic condition. This 
finding provides additional support for the idea 
that the asymmetry in the effects of the 
incongruence is caused by consumers paying 
less (more) attention to COO cues when 
evaluating utilitarian (hedonic) products. 


FIGURE 4 
Means for Purchase Likelihood (Study 2) 
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STUDY 3: ADDRESSING THE 
PROCESS AND DECREASING 
THE EFFECT OF 
INCONGRUENCE 


Studies | and 2 show that incongruence caused 
by an emerging COO significantly decreases 
purchase likelihood for hedonic products but 
does not have a significant effect on purchase 
likelihood for utilitarian products. Studies 1 
and 2 also provide initial support for the 
proposition that this asymmetry is due to 
different processing strategies that consumers 
utilize for hedonic versus utilitarian products. 
In particular, consumers tend to rely less on 
cues, such as COO cues, when processing 
utilitarian products. Rather, they seem _ to 
engage in_ relatively more extensive 
information processing and _ elaborate on 
individual product attributes. However, if the 
processing strategy is indeed the underlying 
explanation for the asymmetry, it would be 
expected that stimulating consumers who 
consider buying a hedonic product to use a 
processing strategy that is usually used for 
utilitarian products (i.e., a more cognitive and 
attribute-based elaboration strategy) should 
decrease the negative effect of incongruence 
between actual and implied COO cues on 
purchase likelihood. Study 3 tests this idea: 


H3: For hedonic products, stimulating cognitive 
elaboration decreases the negative effect of 
incongruence between the actual and the implied 
COO on purchase likelihood. 
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In Study 3, we focused on hedonic products 
and directly | manipulated — respondents' 
processing strategy. We also extended the 
generalizability of the results to different 
product categories (perfume and_ wine), 
different foreign brand names, and a different 
country sample. 


Method 


Study design and sample. Study 3 had a 2 
(cognitive elaboration vs. no _ cognitive 
elaboration) x 2 (actual COO: congruent 
["Made in France"] vs. incongruent emerging 
COO ["Made in_- Bulgaria" for the 
perfume/"Made in Uruguay" for the wine"]) x 
product category (perfume "Banieme"/wine 
"Ementoux") between-subjects design. We 
restricted Study 3 to hedonic products (with 
compatible French brand names) because 
decreasing the effect of incongruence for this 
condition by manipulating the processing 
strategy would represent the strongest test of 
the underlying process. We also selected a 
different non-European emerging country 
(Uruguay) and an additional emerging 
European country (Bulgaria) for _ the 
incongruent COO condition, ensuring that the 
corresponding products were actually 
manufactured in those countries. Neither 
Uruguay nor Bulgaria provoked hedonic or 
utilitarian perceptions (sevenpoint scale: 1 = 
"definitely utilitarian,” and 7 "definitely 
hedonic") in a pretest (21 respondents). We 
confirmed the intended manipulations with 
manipulation checks (for detaiis, see the Web 
Appendix at =www.marketingpower.com 
/jm_webappendix). 


Procedures and measures. We collected data 
with a paper-and-pencil lab experiment at a 
large Western European university in which 
French was a _ foreign language to the 
respondents. The sample consisted of 372 
respondents (161 female), 87% of whom were 
students. They saw a fictitious advertisement 
that showed the product, its brand name, and a 
short product description. In both conditions, 
participants first saw the ad and then were 
asked to write something down on a gift card 
that would go with the product. Next, they 
indicated their purchase likelihood for the 
product. However, the content of what they 
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were asked to write down on the card differed 
per condition. 


In the cognitive elaboration condition, 
participants were asked to write down one 
reason they would give the product to their 
best friend. This manipulation is based on 
prior literature suggesting that requiring 
justification stimulates attribute-based 
cognitive elaboration (Simonson — 1989; 
Simonson and Nowlis 2000). We _ define 
"attribute-based cognitive elaboration" as a 
consumer's tendency to think more extensively 
about a product's attributes and _ evaluate 
products on an_attribute-by-attribute basis 
(Petty and Cacioppo 1986; Thompson and 
Hamilton 2006). In the no_ cognitive 
elaboration condition, respondents were asked 
to write down one feature of their best friends' 
character they admire the most. In both 
conditions, participants were asked to write 
something down to ensure that they allocated 
an equal amount of attention and time to the 
task irrespective of the condition and to 
eliminate potential demandeffect problems. 


A potential concern for managers of hedonic 
brands is whether inducing cognitive 
elaboration detracts from the hedonic brand 
associations. To address this concern, we 
compared the perceived hedonism of the brand 
between the cognitive elaboration and the no 
cognitive elaboration conditions and found no 
significant difference (t[364] = .45, p > .10). 
Thus, inducing cognitive elaboration does not 
seem to change the hedonic perceptions of the 
brand. 


TABLE 2 


Results 


We expected respondents to pay less attention 
to cues in the _ attribute-based cognitive 
elaboration condition and, as a result, an 
insignificant difference of purchase likelihood 
between the congruent and the incongruent 
cases within this condition. In contrast, within 
the no cognitive elaboration condition, we 
expected to replicate the corresponding results 
of Study 2. That is, we expected a significant, 
negative effect from the incongruence (_.e., 
significantly lower purchase likelihood in the 
incongruent case than in the congruent case). 
Consistent with these expectations, we found 
that purchase likelihood in the no cognitive 
elaboration condition was significantly (p < 

.O5) lower in the incongruent case than in the 
congruent case (both within and _ across 
categories; for the respective means, see Table 

2). Most important, we found that this 
difference becomes insignificant (p > .10) in 
the cognitive elaboration condition. Thus, 
stimulating consumers who consider buying a 
hedonic product to use an_attribute-based 
cognitive elaboration § strategy (which is 
usually used for utilitarian products and 
increases the attention consumers pay to 
product attributes such as volume, shape of the 
bottle, and price) decreases the negative effect 
of incongruence between the actual and the 
implied COO _- on _ purchase likelihood. 
Furthermore, consistent with the idea _ that 
consumers pay less attention to cues when 
using a cognitive elaboration _ strategy, 
participants made significantly more mistakes 
in the recall of the actual COO in the cognitive 
elaboration condition (correct identification: 

85.3%) than in the no cognitive elaboration 
condition (correct identification: 93.1%; z = - 

2.48, p < .05). 


Means for Purchase Likelihood (Study 3) 


Incongruence 


Manipulation of Cognitive 


Elaboration About Product incongruent 


Wine 
Cognitive elaboration 
No cognitive elaboration 


Perfume 
Cognitive elaboration 4.11 (1.67) (n = 53) 
No cognitive elaboration 3.40 (1.62) (n = 45) 
Total 
Cognitive elaboration 4.50 (1.66) (n= 1 
No cognitive elaboration 3.76 (1.55) (n #8 


4.92 (1.56) (n = 50) 
4.14 (1.39) (n = 42) 


03) 
7) 


Congruent 
5.17 (1.27) (n = 46) [94] = —.87, p>.10 
4.77 (1.54) (n = 44) t[84] = -1.99, p =.05 
4.25 (1.69) (n = 48) t[99] =-.41, p>.10 
4.14 (1.66) (n = 44) t[87] = -2.12, p <.05 


4.70 (1.57) (n = 94) 
4.45 (1.63) (n = 88) 


t[195] = -.86, p >.10 
t[173] = -2.90, p <.01 


We estimated a 2 (congruent vs. incongruent) 
x 2 (cognitive elaboration vs. no cognitive 
elaboration) x 2 (product category: perfume 
vs. wine) ANOVA with purchase likelihood as 
the dependent variable. The main effect of 
product category (F[l, 367] = 23.42, p < .001) 
was significant, suggesting that respondents 
were more likely to buy wine than perfume. 
Consistent with Studies 1 and 2, we found a 
significant, negative main effect of the 
incongruence between actual and implied 
COO (B = -.682; F[l, 367] = 7.35, p < .05), 
suggesting that for hedonic products, the 
incongruence has a strong negative effect on 
purchase likelihood. Most important, we found 
a significant, positive main effect of cognitive 
elaboration (B = .256; F[l, 367] = 9.56,p < 
01), indicating that an increase in attribute- 
based cognitive elaboration about a product 
has a positive effect on purchase likelihood. 
Indeed, not only did participants in the 
incongruent cognitive elaboration condition 
( Mircénerient-Socnitive elaboration = 4.5 Q) indicate 
higher purchase intentions than participants in 
the incongruent no cognitive elaboration 
condition CMinicoismeatnt cognitive elaboration ~ 3.76; 
t[188] = 3.18, p < .01), but their purchase 
intentions were also at the same level as in the 
congruent no cognitive elaboration condition 
Mesacnientine cognitive elaboration = 4.45; t[189] = .21, 
p >.1O). This finding suggests that stimulating 
consumers to process information about 
hedonic products with more _ cognitive 
elaboration eliminates the negative effect of 
the incongruence between actual and implied 
COO. 


Discussion 


Study 3 provides additional support for the 
proposition that the asymmetry in the 
effect of incongruence between actual and 
implied COO on purchase likelihood for 
hedonic versus utilitarian products is 
caused by different processing Strategies. 
Consumers process hedonic products more 
holistically and pay more attention to cues, 
whereas they use a more attribute-based 
elaboration strategy when considering 
utilitarian products. Consistent with this 
view, we demonstrate that the negative 
effect of imcongruence for hedonic 
products can be reduced when consumers 
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are manipulated to use a more attribute- 
based cognitive elaboration strategy. In 
addition, we further extend our results to 
different product categories (wine and 
perfume), a different set of foreign brand 
names, and a different geographical region 
(Western Europe). 


Study 4: Managerial 
Implications 


We designed Study 4 to validate the 
hypothesis of different processing strategies 
underlying the asymmetric’ effect of 
incongruence between the implied and actual 
COO on _ purchase likelihood for hedonic 
versus utilitarian products. In addition. Study 4 
addresses a vital managerial implication 
namely, how companies from emerging 
countries can use the processing strategy to 
decrease the negative effect of incongruence 
between actual and implied COO. We 
achieved this by focusing on an emerging 
country and manipulating the attribute-based 
cognitive processing strategy with 
managerially relevant variable: inclusion of a 
rhetorical question. We define a "rhetorical 
question" as a question "where the answer is 
implicit within the question" (Ahluwalia and 
Bumkrant 2004, p. 26). Prior research 
indicates that using rhetorical questions in 
advertisements or taglines enhances cognitive 
elaboration of the message content (Ahluwalia 
2008; Ahluwalia and Bumkrant 2004) and 
therefore is likely to draw attention to the 
product information and attributes listed in the 
ad (Mothersbaugh, Huhmann, and Franke 
2002). Consequently, if an  attribute-based 
cognitive processing strategy is indeed the 
processing strategy that decreases the effect of 
incongruence between cues for hedonic 
products (as shown in Study 3), inclusion of a 
rhetorical question should initiate the same 
mechanism. That is, rhetorical questions in ads 
for hedonic products are likely to make 
respondents elaborate more on the attribute 
information listed and focus less on cues, 
including COO _ cues. Consequently, the 
negative effect of incongruence should be 
reduced. Therefore, we expect the following: 


H4: For hedonic products, inclusion of a rhetorical 
question decreases the negative effect of 
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incongruence between actual and implied COO on 
purchase likelihood. 


H5: For hedonic products, attribute-based cognitive 
elaboration mediates the effect of the rhetorical 
question on purchase likelihood in the incongruent 
condition. 


It 1s important to note that this strategy may 
not necessarily result in the same effect for 
utilitarian products. Because consumers who 
process information about utilitarian products 
are more likely to use the attribute-based 
cognitive processing strategy, priming them to 
pay more attention to attributes is not likely to 
change their purchase likelihood. Instead, this 
further allocation of processing resources on 
attributes may result in direct effects on 
memory, such as better recall of message 
attributes and more accessible attitudes 
(Ahluwalia and Bumkrant 2004; 
Mothersbaugh, Huhmann, and Franke 2002), 
which are beyond the scope of this research. 


Method 


Study design and sample. Study 4 used a 2 
(product type: hedonic [Banieme] _ vs. 
utilitarian [Banheim]) x 2 (statement vs. 
rhetorical question) between-subjects design. 
A control group represented the best-case 
scenario (1.e., congruence between actual and 
implied COO cues). The — Philippines 
represented the emerging country. As in Study 
2, we used perfumed shower gel as the 
hedonic product and antiperspirant shower gel 
as the utilitarian product. The same market 
research company as in Studies | and 2 
collected data from a new representative New 
Zealand consumer sample.* The sample 
consisted of 224 (118 female) respondents 
randomly assigned to the experimental 
conditions. 


Procedure and measures. The data collection 
procedure was identical to Studies | and 2, but 
the stimuli in Study 4 provided a broader set of 
attribute information in the ad text to create a 
more information-rich environment (Figure 5). 


: In the sample, 52.7% of the respondents were women 
(compared with 51.9% of New Zealand's population; Statistics 
New Zealand 2006). In terms of age, 26.8% of the sample were 
15-34 years of age (34.5% of New Zealand's population), 33.9% 
were 35-54 years (36.8% of New Zealand's population), and 
39.2% were older than 54 years (28.8% of New Zealand's 
population). 


We manipulated cognitive elaboration using 
three rhetorical questions (vs. statements): one 
in the headline, one at the beginning, and one 
at the end of the ad copy itself (see Ahluwalia 
and Bumkrant 2004). 


We included established multi-item measures 
for purchase likelihood (adopted from Baker 
and Churchill 1977; Cronbach's a = .912) and 
brand name attitude (adopted from Ahluwalia 
and Giirhan-Canli 2000; Cronbach's a = .975). 
For the cognitive elaboration, we used three 
items ("I was thinking to a large extent about 
the product's features,” "I evaluated the 
product feature by feature rather than 
evaluating the product as a whole," and "I was 
highly involved"; Cronbach's a = .701; see 
also Thompson and Hamilton 2006). We 
confirmed the intended manipulations with 
manipulation checks (see the Web Appendix at 
www.inarketingpower.com/jm_webappendix). 

The attitude between the French brand 
Banieme (M = 4.82) and the German brand 
Banheim (M = 4.64) did not differ 
significantly (t{222] = -.86, p > .10); both 
brand names prompted equally favourable 
attitudes. 


Results 


We estimated a 2 (hedonic vs. utilitarian) x 2 
(rhetorical question vs. statement) ANO VA 
with age as covariate and purchase likelihood 
(as the mean of the sum of the three 
measurement items) as the dependent variable. 
We predicted that the use of rhetorical 
questions would reduce the negative effect of 
incongruence between actual and _ implied 
COO on purchase likelihood for hedonic 
products. We found a significant interaction 
effect of the product type with the rhetorical 
question factor (B = 1.09; F[], 138] = 3.92,p < 
.O5), suggesting that rhetorical questions in the 
ad text enhanced purchase likelihood in the 
hedonic case (Mhedonic_rhetorical question = 3.65 VS. 
Mhedonic_statement = 2.81; t[66] = -2.2/, ps OS) 
but not in the utilitarian case Moutititarian rhetorical 
question — 3.63 vs Muntititarian_statement = 3.82; t[73] = 
49, p > .10; see also Figure 6). Thus, Hy is 
supported. The main effects of the rhetorical 
question factor and product type were not 
significant (p > .10). The former suggests that 
across all products, the rhetorical question did 
not enhance purchase likelihood. (This result 
is also consistent with Ahluwalia's [2008] 
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FIGURE 5 
Stimuli for Study 4 
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=3.74; t{71] = -.25, p > .10). Thus, our results 
suggest that for hedonic products, inclusion of 
a rhetorical question not only reduces the 
negative effect of incongruence between actual 
Importantly, we also compared the control and implied COO (see the preceding 
groups (1.e., congruence between actual and paragraph) but also brings purchase likelihood 
implied COO) with the incongruent statement to a level similar to the condition where both 
conditions for both hedonic and _ utilitarian COO cues are congruent. 

products. Consistent with our findings across 
Studies 1-3, we found that incongruence 
between the actual and the implied COO 


Study 4.) The effect of age was significant (B 
= .194; F[], 138] = 4.55,p < .05). 


FIGURE 6 
Means for Purchase Likelihood (Study 4) 
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Mediation analysis. According to our 
predictions, rhetorical questions in an ad make 
respondents elaborate more on the message 
content and the attribute information and focus 
less on cues, such as the incongruent actual 
COO label. Thus, the negative effect of the 
incongruence should be reduced. However, 
this underlying process should only affect 
hedonic products because consumers already 
tend to scrutinize all product information when 
confronted with utilitarian products. Thus, the 
positive effect of increased elaboration 1s 
likely to emerge for the hedonic case in the 
rhetorical question condition (high cognitive 
elaboration) but not in the statement condition 
(low cognitive elaboration). We expect the 
following mediation for the hedonic case: 
rhetorical question —> _ elaboration —» 
purchase likelihood. As _ the mediating 
variable, we used the multi-item measure of 
attribute-based cognitive elaboration. 
Applying the — bootstrapping procedure 
(Preacher and Hayes 2008; Zhao, Lynch, and 
Chen 2010), we found a _ positive and 
significant (p - .0/) effect of elaboration on 
purchase likelihood. The indirect effect of the 
rhetorical question factor on _ purchase 
likelihood was positive and significant (a x b = 
.1733), with the 95% confidence interval 
excluding zero (.0316 to .4047). The direct (c- 
prime path) effect of the rhetorical question 
factor on purchase likelihood was_ not 
significant (B = .2451, p > .10), indicating 
indirect-only mediation (Zhao, Lynch, and 
Chen 2010). Thus, H5 is supported. 


Open-ended thoughts analysis. To gather additional 
insights into the respective processing 
strategies, we asked respondents to write down 
their initial thoughts when looking at the 
advertisement. This question was the first one 
after the stimulus was presented, and 
respondents could not progress with the 
questionnaire until they had answered this 
question. Respondents could take as much 
time as they wanted, and there were no space 
restrictions. These unaided thoughts represent 
the information that was most salient to 
consumers and thus the focus of their attention 
(Nielsen, Shapiro, and Mason 2010; Roskos- 
Ewoldsen and Fazio 1992). Two independent 
coders identified whether respondents 
mentioned any (1) actual or implicit COO 
information and (2) product attributes. These 
two measures indicate the perceived 


diagnosticity of COO cues versus product 
attributes across the conditions. Examples for 
COO cues include "Sounds French," "Banheim 
sounds foreign," "German name that most 
Kiwis would find unpronounceable" (implied 
COO), "Made in the Philippines —negative 
impact," "can it be trusted, made in the 
Philippines,” and "not made in New Zealand" 
(actual COQ; 1.e., "made in" information). 
Examples for product attributes include "bottle 
is small," "doesn't even have a flip top," 
"natural ingredients," and "200 ml for a good 
price.” 


Consistent with our predictions, we find that in 
the hedonic statement condition, respondents 
paid more attention to COO cues (60.0% 
mentioned a COO cue) compared with both 
utilitarian conditions (statement: 35.3%, z = - 

2.12, p < .O5; rhetorical question: 24.4%, z = - 

3.34, p ~< 05). Importantly, respondents 
mentioned fewer COO cues in the hedonic 
case under the rhetorical question condition 
(24.2%, z = -3.21, p < .O1) compared with the 
statement condition. In a similar vein, with 
regard to product attributes, the results 
reversed in line with our’ expectations. 
Compared with the hedonic _ statement 
condition, in which 62.9% mentioned a 
product attribute, in the hedonic rhetorical 
question condition, this percentage increased 
to 87.9% (z = 2.51,) < .05). Moreover, in 
general, respondents mentioned more product 
attributes in both utilitarian conditions than in 
the respective hedonic ones (85.3% in the 
utilitarian statement condition and 97.6% in 
the utilitarian question condition; — the 
difference between the two — utilitarian 
conditions was insignificant [p > .10], as we 
expected). These results provide additional 
evidence for the underlying process: Attribute- 
based cognitive processing decreases the 
negative effect of incongruence between actual 
and implied COO cues on purchase likelihood. 


Discussion 


In line with our theoretical arguments, the 
cognitive elaboration and the diagnosticity 
measures suggest that in the case of hedonic 
products, respondents pay more attention to 
cues and less attention to attributes than in the 
case of utilitarian products, especially in 
situations in which they are not manipulated to 
elaborate intensively (statement condition). 


The results of Study 4 further support the 
findings of Study 3: For hedonic products, 
increased attribute-based cognitive elaboration 
draws consumers’ attention away from cues, 
such as COO cues, thereby reducing the 
negative effect of the incongruence between 
actual and implied COO cues on _ purchase 
likelihood. This finding suggests _ that 
marketers can effectively use ad copy 
techniques to reduce this negative effect by 
enhancing processing motivation and 
elaboration. 


General Discussion 


Summary 


Companies worldwide apply foreign branding 
strategies to suggest a specific COO in the hope 
that it will evoke certain product qualities. Brands 
from emerging countries increasingly implement 
such foreign branding strategies (Zhou, Yang, and 
Hui 2010). At the same time, developed countries 
oblige companies to report actual COO information 
(Verlegh, Steenkamp, and Meulenberg 2005). 
Thus, understanding when foreign branding can be 
successful is critical for managers, especially when 
the implied COO does not match the actual COO. 


Across three countries, multiple products, different 
foreign brand names, and different "made in" 
labels, we found a consistent pattem with an 
asymmetric effect of incongruence between 
implied and actual COO on purchase likelihood for 
hedonic and utilitarian products. For hedonic 
products, incongruence between the implied and 
actual COO (either developed or emerging) 
decreases purchase likelihood. In contrast, for 
utilitarian products, the incongruence caused by 
either an actual emerging or an actual developed 
COO does not have a significant effect. We 
addressed the psychological process underlying this 
asymmetric effect by showing that consumers 
apply different processing strategies to hedonic 
versus utilitarian products. 


Our study makes several contributions to extant 
literature. First, we enhance research on implicit 
COO cues (Leclerc, Schmitt, and Dubé 1994; 
Verlegh, Steenkamp, and Meulenberg 2005) by 
investigating the conditions in which foreign brand 
names and their incongruence with actual COO 
information affect consumers’ purchase intentions. 
We build on existing literature pertaining to actual 
"made in" COO cues (Agrawal and Kamakura 
1999; Giirhan-Canli and Maheswaran 2000a; 
Maheswaran and Chen 2006) by investigating how 


International Retail and Marketing Review | 66 


consumers react to the interaction between multiple 
COO cues (implied and actual COO). 


Second, we contribute to consumer decision- 
making literature with our focus on the different 
processing strategies consumers use for hedonic 
versus utilitarian products (Dhar and Wertenbroch 
2000; Gill 2008; Okada 2005). Our results support 
the notion that consumers go through different 
processing strategies for products that are 
consumed with hedonic versus utilitarian goals, 
which suggests asymmetric effects for hedonic 
versus utilitarian products. We find that consumers 
process information about utilitarian products by 
using an attribute-based cognitive elaboration 
strategy with which they are less likely to pay 
attention to cues in general (including COO cues); 
therefore, they are also less affected by the 
incongruence between actual and implied COO 
cues. In contrast, hedonic products are processed 
more holistically, using heuristics and cues; 
therefore, the incongruence between actual and 
implied COO cues backfires. 


Third, we contribute to the branding literature 
because at a more abstract level, both the 
branding literature and our research involve 
the perceived similarity of two entities. 
Speciflcally, we focus on the similarity of two 
brand-like entities—the foreign brand name 
and the country brand (1.e., actual COO). 
Likewise, research on extending two or more 
brands to a new. product (co-branding) 
analyzes consumers’ similarity perceptions of 
two (or more) brands. Our results are 
counterintuitive from the perspective of brand 
extension research, which suggests _ that 
prestige brands are less affected by dissimilar 
extensions than functional rands_ (Park, 
Milberg, and Lawson 1991). Yet brand 
extension research involves a_ different 
dissimilarity because consumers’ assessment of 
similarity pertains to two products (i1.e., the 
parent brand and the extension product). In 
contrast, we investigate one product marked 
with (1) a brand name implying a specific 
COO and (2) actual COO _ information. 
Moreover, although prestige products are a 
subcategory of hedonic products, consumers' 
preference for prestige brands is driven by 
their desire to associate or dissociate with 
members of their own and other groups (Han, 
Nunes, and Dréze 2010). A prestige brand 
extension, even if dissimilar to the parent 
brand, can be more. successful than a 
functional one because it helps fulfill this 
"signalling status" goal. However, most 


67 | Foreign brand names for companies from emerging countries 


hedonic products (e.g., chocolate, aromatic 
shower gel) are consumed with a different 
goal—namely, the goal of indulging, which 
makes consumers pay attention to both implied 
and actual COO cues and their incongruence. 
Nevertheless, because the branding literature 
and our research focus on the _ perceived 
similarity between two entities, our insights 
into the processing strategies for hedonic 
versus utilitarian products and the interaction 
between multiple COO cues should generalize 
to the interplay between two brands in co- 
branding research. 


Manageriai Implications 


Our findings have several implications for 
branding. First, because current regulations in 
most countries mandate displaying the country 
of production (Verlegh, Steenkamp, and 
Meulenherg 2005), producers from emerging 
countries should be aware that using foreign 
branding for hedonic products may backfire 
significantly, whereas using foreign brand 
names for utilitarian products may work. For 
example, a Chinese company may successfully 
export electric appliances (utilitarian products) 
with German brand names, but it would likely 
have more difficulty selling decorative 
cosmetics (hedonic products) under French 
names. 


Second, for companies (especially from 
emerging countries) that are already 
implementing foreign brand names that are 
incongruent with the actual "made in" 
information. our results have important 
implications in terms of decreasing the 
incongruence effect. Namely, the results of 
Studies 3 and 4 suggest that stimulating 
consumers’ cognitive elaboration about a 
product with an ad copy technique (using 
rhetorical questions) significantly decreases 
the attention consumers pay to cues and thus 
reduces the effect of incongruence between the 
actual and implied COO. In particular, our 
results suggest that using open-ended 
questions in advertisements or taglines (e.g., 
"It is. Are you?" [The Independent], "Has it 
changed your life yet?" [Compaq Computers]) 
could work. Importantly, our results (Study 3) 
also ruled out the possibility that inducing 
cognitive elaboration discourages consumers 
n'om hedonic brand associations, indicating 


that hedonic perceptions of the brand remain 
unchanged. Actually, including a rhetorical 
question not only reduces the negative effect 
of the incongruence between actual and 
implied COO but also’ brings purchase 
likelihood to a level similar to the case in 
which COO cues are congruent. 


Third, when a consumer good is produced in a 
country with a favorable product image (e.g., 
French cosmetics, German appliances), a 
brand name reflecting the actual COO (e.g., 
Lancéme, a French cosmetic brand produced 
in France; Wiisthof, a German _ knife 
accessories brand produced in Germany), 
rather than a country-neutral name (e.g., RoC 
or Nickel, French cosmetic brands produced in 
France; Superior and Dickoron, German knife 
accessories produced in Germany by F. Dick) 
may enhance consumers' purchase likelihood. 


Finally, although our studies used hypothetical 
brand names, our results suggest that 
manufacturers of hedonic products (e.g., 
cosmetics) from developed countries should 
rethink their decisions to manufacture in 
emerging countries. For example, Elizabeth 
Arden (U.S. brand) and Sasch (Italian fashion 
label) outsource production of some items to 
China (Donadio 2010). Our results suggest 
that the incongruence between the implied and 
actual COO can dilute both Elizabeth Arden's 
and Sasch's brand value. 


Limitations and Further Research 


Several issues remain for refining and 
expanding our results, and these points provide 
promising avenues for further research. In line 
with previous studies (e.g., Giirhan-Canli and 
Maheswaran 2000b; Verlegh, Steenkamp, and 
Meulenberg 2005), we focused on purchase 
intentions. Consumer evaluations are 
important indicators of their actual behavior, 
and in general attitudes and intentions are 
positively related to purchasing behaviors 
(e.g., Ajzen and Fishbein 1980). However, 
purchase intentions do not always translate 
into actual (purchase) behavior (Chandon, 
Morwitz, and Reinartz 2005). Thus, further 
research should address this point by 
investigating actual purchase behavior. 


Although some emerging countries are 
currently associated with unfavorable quality 


image perceptions, these perceptions may 
change over time. Historical examples, such as 
the Korean manufacturer Lucky Goldstar, 
which successfully transformed its brand LG 
into a well-accepted electronics brand, and the 
Korean company Samsung, impressively 
demonstrate this development (Deshpandé 
2010). Likewise, China has made vast progress 
with regard to its production of high-quality 
products (Ewing et al. 2002). Further research 
should address the potential dynamics of 
consumers’ perceptions of a country's image 
and explore how perceptions of (emerging) 
countries change and how this _ affects 
consumers' reactions to incongruent actual 
COO information in the context of foreign 
branding. 


Furthermore, this research examines an ad 
copy technique to reduce the negative effect of 
the incongruence between the actual and 
implied COO, but several other possibilities 
exist. For example, brand extension research 
has shown that a subbranding strategy could 
help shield the parent brand from negative 
effects of launching dissimilar extensions (e.g., 
Kirmani, Sood, and Bridges 1999; Milberg, 
Park, and McCarthy 1997). Further research 
might explore whether a similar strategy helps 
reduce the negative effect of the incongruence 
between the actual and implied COO on 
purchase likelihood (e.g., subbranding the 
product by stating that it 1s manufactured in a 
high-quality site in Bangladesh under 
supervision of a French/German company) 
*Another technique that might effectively 
enhance cognitive elaboration (Eisend 2010) is 
the use of two-sided messages (e.g., "It's ugly, 
but it gets you there!" [Volkswagen]). 


Finally, in our studies, the advertisements 
clearly displayed the actual COO information. 
In the marketplace, actual COO information 
could be more difficult to find. However, 
commonly used claims (especially in times of 
economic recessions), such as "Be American, 
Buy American," "Kiwi made," "Proudly 
created in Europe" (communication campaign 
by Bugatti fashion), and "Made in Germany" 
(Gigaset) indicate that consumers are 
increasingly confronted with actual COO 
information when making their purchase 
decisions. Nevertheless, further research 


9 
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should address the potential effects of actual 
COO ambiguity and, related to this issue, the 
relative strength of the effects of actual and 
imphed COO cues on consumer decision 
making. 
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Visual Merchandising Displays — Practical 
or Ineffective? 


Yolande’ Hefer 


ABSTRACT 


Is visual merchandising display dead? It has been suppressed so many times before and - 
in more than one way — especially when times are bad. However it has been brought back -; 
to life over and over again. Visual merchandising displays have long been a contentious : 
issue in the apparel industry. Visual merchandising displays is about creating a sensation - 
inside a store, creating the perfect look for a store and promoting the image of the store. - 
Some regard it as a mere waste of good selling space. This study was undertaken to : 
acquire a consumer response centred approach to visual merchandising displays and the - 
effect is has on consumers. The study explored which aspects of visual merchandising - 
displays consumers consider as significant in apparel retail stores. Therefore the primary : 
research question posed by the literature was to identify which aspects of visual : 
merchandising displays are the most significant and important to consumers. Explorative - 
research was deemed to be the most appropriate for the study and qualitative data were : 
collected. Focus groups was used to collect the first round of data where after naive : 
sketches was used to support the findings. The focus groups and the naive sketches were : 
analysed by means of a thematic analysis process. The findings indicated that a: 
prominent visual stimulant and important aspect of visual merchandising displays was : 
colour, which creates visual attraction and stimulation. Other important aspects of visual - 
merchandising that were identified were the positioning of displays and the use of space, - 
lighting as well as the neatness of displays. A further important aspect that was noted was : 
that visual merchandising displays should provide information about the products sold in : 
store. It became clear from the findings that visual merchandising displays have a: 
functional role to play in apparel marketing. , 


Key words: Visual merchandising, apparel stores, colour schemes, space utilization, retail : 
outlay : 


Visual merchandising must not be seen as a 
once off thematic or sales activity. It is rather 
an on-going process to ensure that visual 
merchandising is effective and useful. It is 
therefore important to consider how 
consumers and potential consumers react and 
respond to different visual merchandising 
elements, and to establish what they see as 
important factors in the merchandising 
process. 


Visual merchandising is not an isolated and 
once off phenomenon but rather forms a 
significant component of retailing. Besides the 
window displays, which are y designed with 


the purpose to attract walking by consumers 
and encourage walk-ins, there is also in-store 
decoration that is designed to enhance the 
customer’s comfort and convenience while 
shopping. The overall aim is to enhance the 
consumers overall shopping experience. The 
next section focuses on what _ visual 
merchandising displays are and the role it 
plays in the total retail marketing effort. 


Visual merchandising displays 
Visual merchandising displays form part of 


visual merchandising, and it is imperative that 
the concept of visual merchandising is 


explained and understood first before visual 
merchandising displays are discussed. . Visual 
merchandising can be defined as the activity 
that matches effective merchandise assortment 
with effective merchandise display (Bell & 
Ternus, 2006: 20). Visual merchandising can 
in simple terms be seen as the way in which 
retailers display their products in store in order 
to attract consumers and to enhance their 
propensity to purchase the items as displayed. 
Visual merchandising is therefore all about 
displaying the right merchandise and in so 
doing use the available retail space effectively 
and efficiently in order to increase sales. . 


Visual merchandising display is one of the 
elements of visual merchandising and can be 
regarded as visual features that create attention 
or pleasure in a store (Mathew, 2008: 48). 
These displays are also known as feature areas. 
In simple terms, the displays that are used in 
apparel stores are predominantly used to 
decorate and beautify a store by adding 
additional fixtures, props, posters, materials, 
colours, frills and objects to a store. Apparel 
retail stores frequently use _ visual 
merchandising displays to illustrate a matter 
that is regularly associated with holidays, 
special days like Valentine’s Day and St. 
Patrick’s Day, women’s month, mothers’ and 
fathers’ day, Easter, Christmas, seasonal 
changes, and major events such as the World 
Olympics. Therefore, depending on the event 
selected an apparel retailer’s displays can be in 
a continuous flux of change. . 


In today’s retailing environment visual 
merchandising forms a central part of the 
retailers marketing strategy. Besides the 
window displays, which are clearly designed 
with the purpose to attract walking by 
consumers and encourage walk-ins, there are 
also in-store decorations that are designed to 
enhance the  customer’s comfort and 
convenience while shopping, and overall to 
offer the consumer a_ better shopping 
experience. Taking into account the 
importance of visual merchandising on retail 
businesses today, the single and most 
important reason for using ~ visual 
merchandising displays is to engage with and 
inspire shoppers, to encourage them to buy 
more of the products the retailer is selling, to 
increase sales, make margin and generate a 
return on floor space. 
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Visual merchandising also has a_ profound 
effect on the acceptance of a product, the 
creating of the brand value perceptions, as well 
as the overall marketing of the product or 
brand. Attracting customers to retail stores and 
presenting merchandise in a way that will 
appeal to consumers senses is one of the many 
roles that visual merchandising displays fulfils 
in retail stores. 


High-quality visual merchandising displays 
can uphold consumer interest and persuade 
consumers to lower their psychological 
defences to make a purchase (Kerfoot, Davies 
& Ward, 2003: 144). It is for this reason that 
retailers use in-store visual merchandising 
displays to influence consumer perceptions 
and by doing so also influence their buying 
behaviour. Retailers want their stores to attract 
consumers into their stores, and once inside 
assist them to find the merchandise they are 
looking for and to motivate them to make 
unplanned and impulse purchases — all 
influenced by visual merchandising displays. 
In addition to this, retailers want to provide 
customers with an enjoyable shopping 
experience (Levi & Weitz, 2009: 509). 


Having discussed visual merchandising 
displays it is important to look at how these 
displays impact on shoppers or consumers 
perceptions. 


Consumer perceptions 


Consumer perceptions can be defined as the 
practice where a person observes, selects, 
organises and reacts to environmental stimuli 
in a significant way (du Plessis & Rousseau, 
2003: 218). Apparel retailers have to discover 
and establish how their visual merchandising 
displays are perceived by consumers with the 
purpose to identify what the consumers are 
actually seeing, and which features are most 
important to them. 


Consumer behaviour is often influenced by 
daily stimuli that act as triggers. It is therefore 
important that apparel retailers understand the 
idea of perception in order for them to 
determine what influences consumers to buy 
(Cant, van Heerden & Ngambi, 2010: 54). 


Blythe (2008: 91) summarized perceptions as 
being “... a process of converting sensory input 
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into an understanding of how the world 
works”. The process of perception consists of 
four important steps, namely exposure, 
attention, interpretation and memory. 


Every message that is created by an apparel 
retailer is done with an explicit purpose in 
mind. When entering an apparel retail store, 
consumers act differently to the sensations and 
stimuli around them; they can decide to either 
pay attention to it or ignore it. However 
consumers emerge to make their own 
decisions by accepting the message that is 
fashioned by certain sensations or stimuli 
(such as visual merchandising displays) to fit 
in with their own special experiences, needs 
and prejudices (Cant, Brink & Brijball, 2006: 
114). 


By establishing or understanding how 
consumers perceive visual merchandising 
displays the retailers is in a better position to 
identify what consumers are actually seeing 
when viewing the display, how they interpret it 
and which features are most important to them. 
In so doing the retailer can better align the 
internal focus of their visual merchandising 
displays with the consumers’ expectations. 


In order to obtain answers to these pertinent 
questions research was conducted. 


RESEARCH METHODOLOGY 


The primary research question posed by the 
literature was as follows: What aspects of 
visual merchandising displays are important to 
consumers? 


Research design 


This research study used an_ exploratory 
approach into the South African apparel retail 
industry. Exploratory research was performed 
to illuminate unclear situations (Zikmund & 
Babin, 2010: 50) with regards to visual 
merchandising displays in apparel retail stores. 
This research method is not projected to 
present definite evidence, as it is more 
important to receive suggestions and insight 
than scientific objectivity (Wiid & Diggines, 
2009: 199). 


Qualitative research was used during this 
research study because an in_ depth 


understanding of the consumers’ perceptions 
about visual merchandising displays and the 
importance thereof was required. Therefore an 
interpretative technique _ that describes, 
decodes, and translates consumers’ 
perceptions is necessary to obtain the required 
information (Cooper & Schindler, 2008: 214). 
Due to the exploratory nature of the study, 
non-probability, purposive sampling was used. 
The subjects were selected based of their 
accessibility and by the purposive personal 
judgment of the researcher. 


The criteria that were used to_ select 

participants to take part in this study were as 

follows: 

l People who buy clothing at apparel 
retail outlets in Tshwane 


l People who reside in Tshwane 
l People who read, speak and understand 
English 


l People that are willing and that have the 
time to participate in the study 


Data collection and documentation 


The data was collected by using a 
crystallisation process. In easy terms, 
crystallisation is a modern development of 
completing research and it is used in order to 
find various instances from numerous sources 
to find unification (Huberman & Miles, 1994: 
179-210). 


For this study, crystallisation was achieved by 
using focus groups and naive sketches to 
collect data. In this way, the researcher was 
able to compare two forms of data with one 
another to gain as much data as possible from 
each participant. 


Data analysis and interpretation 


Once all the data had been captured and 
cleaned, the data analysis process started. Due 
to the fact that the data was contextual in 
nature, a process called thematic analysis was 
used to analyse the data. Thematic analysis is 
an exercise where qualitative research involves 
searching through data to identify any repeated 
patterns (Tesch, 1990: 113). 


RESULTS 
Theme: Participants highlighted — the 
importance of physical and_— sensory 


attributes of visual merchandising displays 
that facilitated subconscious perceptions to 
surface into conscious awareness and 
knowledge (cognitive process). 


The theme connects with the objective to 
determine — what aspects of — visual 
merchandising displays are important to 
consumers. Participants communicated _ that 
sensory and physical attributes are important 
to them. Attributes such as brightness, the size 
and height of displays, the suitability of the 
displays and the fact that the displays should 
be realistic and logical were highlighted. They 
also mentioned that the displays should 
complement the space of the store. Another 
aspect that the participants highlighted was 
that visual merchandising displays should give 
information about the merchandise on display. 


It was evident that visual merchandising 
displays should provide context and cater for 
individual needs, by staying true to the brand 
image and by changing the displays regularly. 
In other words, keep the displays up to date 
with the current trends and seasons. 


Three categories emerged from this theme. 
These three categories are explained below. 
Quotations were taken from the focus groups 
to illustrate the participant’s views on the 
various categories of this theme/objective. 


3.1. /mportant sensory and physical 
attributes of visual merchandising 
displays include: 


3.1.1 Brightness, size and height of the 
displays 


The focus groups were more attentive to 
displays that were at eye-level, and that 
physically displayed the products that could be 
bought from the store by making use of 
mannequins or  half-mannequins. Images, 
posters and pictures did not create the same 
interest and intention to purchase as_ the 
sensory experience then became _ one 
dimensional. 
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l **’.. Maybe try to keep it to the eye level 
of your average height.” 

l “Prefer physical display to images and 
pictures.” 


3.1.2 Size and suitability of the displays 


While the focus groups continuously agreed 
that the visual merchandising displays were 
useful, they were very intent on providing 
information about what aspects hindered the 
successful perception of a display. The 
majority of the focus groups explained that the 
display needed to remain secondary to the 
actual products that could be bought from the 
retail store. Furthermore, the participants were 
acutely aware of having enough space to move 
freely between apparel in store, therefore busy 
and extensive displays are not well received. 


l “T don’t like being overpowered by the 
display--it should be for guidance and 
demonstration, not dominant”’. 
l “T had been or occasionally been given a 
fright by the props in the shops, 
especially when it’s very busy 
and you walk, not on the pathway, and 
you turn andsuddenly _ there 
is this prop standing looking and you, 
oh sorry, oh sorry, it’S a prop, 
you feel so stupid speaking to the 
silly prop next to you not expecting it 
there...” 
l “the visual merchandising display 
should not detract from things like 
space, you should still have your 
space to walk around, and it should not 


be in the way of me seeing the 
product...” 
l “Organised and structured displays” 


3.1.3 The displays should be logical and 
realistic 


The visual merchandising displays are better 
received if they are logical and realistic for the 
consumer. A_ fanciful, elaborately fictional 
display, while beautiful for some consumers, 
would not attract others if it was out of context 
with the product offering. 


[ “what I will notice, is if it’s out of 
context...” 
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3.1.4 The use of displays should 
complement the space of the store 


The main concern that came from _ the 
participants of the focus groups was that visual 
merchandising displays should never be 
cluttered, but should always remain neat and 
well designed. 


[ “Don’t clutter’ 


3.2 The use of visual merchandising 
displays should provide 
information about the _ product 
and emphasise the merchandise 
on display: 


The participants of the research study 
explained that visual merchandising displays 
should always strive to educate the consumer 
on the products and merchandise on offer. 
Whether it’s how to wear a scarf, or which 
leggings to pair with ankle boots, the display 
should empower and enlighten the consumer 
so that they are positively impacted to make a 
purchase decision. 


l “Highlight the product on display” 


l “Props and the fixtures must be 
complementary” 
l “make sure your products match your 


displays... the less confused the more 
simplistic the better so really decide 


on what you want to say and really 
match itto | what you have to 
offer.” 


3.3 Visual merchandising displays 
should provide context and 
cater for individual needs, by 
means of the following: 


Providing information on the products in the 
store 1S an important outcome that should be 
realised by visual merchandising displays, in 
the opinion of the focus groups. However, the 
participants also feel that the displays should 
also seek to cater for individual needs. This 
should be done by focusing on the context of 
the display, as well as by ensuring that 
individual consumers will enjoy a display 
because of its texture, its dimensions, its 
colour and its décor. 


l “Providing information about the 
product” 
l “If there is a context to the display, 


then definitely I will notice it and if 
there isno context obviously I 
would not consciously but it’s about 


subconsciously that Iwill notice 
ite. 
l “we look at the signage, the material 
that they use.” 


3.3.1 Change it regularly; keep it up to 
date 


All the participants of the focus groups agreed 
that visual merchandising displays need to be 
altered regularly in order to keep’ the 
atmosphere of the store fresh and vibrant and 
competitive. This will denote that new stock 
has arrived, or that new merchandise or 
products are on _ offer, creating more 
opportunities for the consumer to make a 
purchase decision. 


l 1 do notice if they would change it 

continuously, you come to a specific 

Mall and you are there often, and 
you had this window being dressed say 
in pinks fora  Lady’s Store, 
and suddenly it is in a total different 
colour, I notice it...” 

l “Keep to the Brand, keep to the 
lifestyle, be neat, every second month, 
re- order itor  replaceit...” 

l “If they didn’t change the displays, 
they didn’t changed the products, so 

there is nothing new for me to 
see because it’s the old stock basically 


SO you have seen 
the stock already so why are you going 
in again?” 


3.3.2 Stay true to brand image 


Consumers enjoy stores that have a strong but 
welcoming brand identity. It attracts loyalty 
and makes people feel comfortable with the 
quality and product offering that can be 
expected. 


l “the type of lifestyle, the type of 
person they are trying to attract or, then 

you. know you obviously want to 

stay because you identify with the look 


and the feel that they are 
trying to create...” 

l “It’s buying the image; you are not 
buying the actual product.” 

l “*’ Stick true to your Brand image...” 


DISCUSSION AND CONCLUSION 


The findings illustrated that a prominent visual 
stimulant and important aspect of visual 
merchandising displays was colour, which 
create visual attraction and stimulation in 
apparel retail stores. Further aspects that were 
identified were the positioning of the visual 
merchandising displays and the use of space 
and lighting inside the stores. The neatness of 
the visual merchandising displays were also 
highlighted as being a significant feature. 
Another important aspect that was noted was 
that visual merchandising displays should 
provide information about the merchandise 
sold in store. 


It became clear that the visual merchandising 
displays should consider the individual needs 
of consumers. In addition, participants 
explained that by placing too many diverse 
kinds of products in the same _ visual 
merchandising display area, could result in a 
display being confusing. 
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Township consumer perceptions of 
advertised retail brands in Tshwane: 
South Africa 


Leanne Lauren Manley 


ABSTRACT 


Black urban areas consumers in the period before independence were communities that 
were generally regarded as being lower in income. Since democracy however in 1994, 
these communities have seen a steady rise in income, which has heightened attention to 
the development of retail outlets which in the past was very limited (Ligthelm, 2008: 37; 
Tustin & Strydom, 2006: 48-49). With new developments within the black urban areas, 
consumers are becoming more exposed to branded merchandise and the advertising 
thereof, therefore new perceptions as to such merchandise will have been formed. 
Therefore the aim of this study is to explore the perceptions that black urban area 
consumers have with regards to retail brands and the advertising thereof. In order to 
satisfy research objectives, the study took the form of a self-administered location based 


survey, which was distributed to the 


Shoshanguve. 


residents of Attridgeville, Mamelodi and 


Key words: Visual merchandising, apparel stores, colour schemes, space 


utilization, retail outlay 


The worldwide economic crises over the last 
few years has forced many companies to be 
more focussed on their target market as well as 
to spend money in the most effective way in 
order to generate a satisfactory profit. Another 
aspect that is vital for companies is to increase 
the loyalty base amongst all customers and 
specifically in markets where there is growth — 
and this requires an understanding of the 
customer base. By not understanding the needs 
and wants of the market, or consumer 
purchasing behaviour, marketers will not be 
able to establish and promote a relationship 
with their customers (Knowledge resources, 
2010). Therefore it becomes imperative that 
marketers look at how consumers perceive 
offerings in order to better understand and 
cater for their markets. 


South Africa is a consuming population of an 
estimated 50, 59 million individuals (Statssa, 
2011:2) of which a large number live within 
informal settlements/Black urban areas also 


referred to as townships. These so called 
townships have an estimated R307-R308 
billion in annual consumer spend (Dlamini, 
2011; Forsite, 2011). The importance of these 
communities to marketers lies not only in the 
fact that they account for a large segment of 
the consuming population of South Africa, but 
in the past these communities were only 
catered for by small informal businesses and 
were thus limited in choice (Ligthelm, 2008: 
37), thereby exposure to branded merchandise 
was limited to outbound shopping, or brands 
that spaza shops or informal retailers had to 
offer. Today however following _ political 
change (Mathenjwa, 2007:1) individuals 
within these areas can be seen to be climbing 
the corporate ladder. This means that the 
incomes and expenditure of these communities 
have increased which in essence means that 
more of the country’s gross domestic income 
is being located within these areas (Dlamini, 
2011; Ligthelm, 2008: 37). With the shift in 
income and _ expenditure within _ these 


communities townships have thus attracted the 
attention of retail developers (Ligthelm, 2008: 

37) and thus according to Dlamini (2011) 
many organisations are endeavouring to 
position their brands in order to cash in on the 
growth that is occurring within _ these 
communities. Even though this growth has 
taken place there 1s still a lack of knowledge of 
the profile and expenditure patterns of these 
township consumers (McCann World Group, 

2008). Hummel (McCann World Group, 2008) 
states that townships not only present an 
immense portion of the South African 
economic and social setting they are the sector 
within the economy that will play an 
increasingly important role in the South 
African markets of tomorrow, therefore by 
understanding these markets organisations, can 
Open up new and profitable segments which 
will offer benefits to the broader community 
and economy. van Eck, Grobler and Herbst 
(2004: 2), Radebe (2005), Dlamini (2011) and 
Ismail (BusinessLIVE, 2011) supports 
Hummel (McCann World Group, 2008) in this 
statement and further state that very limited 
knowledge has been gained regarding these 
consumers and research conducted over the 
past few years in relation to Black urban areas/ 
townships of South Africa, has been limited 
and restricted which in effect means a 
potentially profitable and lucrative market has 
been left unattended to. 


Therefore the aim of this paper is to explore 
the perceptions that township consumers have 
with regards to retail brands and_ the 
advertising thereof. The subsequent section 
shall now delineate the research aim and 
objectives needing to be satisfied, followed by 
a literary review of previous research. 
Thereafter a discussion as to the research 
methodology employed will follow. The paper 
will then conclude with the research findings, 
limitations, recommendations and a 
conclusion. 


AIM AND OBJECTIVES OF THE 
RESEARCH 


The aim of this study was to explore the 
perceptions that township consumers have 
with regards to retail brands and_ the 
advertising thereof. Therefore in order to attain 
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the aim of the study, the following research 
objective was formulated: 


[ To determine township consumers’ 
perceptions of advertised retail 
brands in the Tshwane area of 
South Africa. 


LITERATURE REVIEW 


Overview of branding and the 
importance thereof 


Branding according to the American 
Marketing Association (AMA: 2012) 1s 
defined as an “...activity, set of institutions, 
and processes for creating, communicating, 
delivering, and exchanging offerings that have 
value for customers, clients, partners, and 
society at large”. The concept of branding a 
product to show ownership of a producer’s 
merchandise goes back many years, but its use 
and importance within business and the field 
of marketing is a lot more recent. The use of 
branding as a marketing tool offers many 
advantages and is not merely used to indicate 
quality of products and to identify a 
manufacturer. It is also used as a strategic tool 
around which the organisations total marketing 
campaign is built and a central message is sent 
to the consumer regarding the product or 
service offering (Blythe, 2009: 163). 
Marketers use branding as a major tool to 
differentiate its offerings from that of 
competitors, products are very similar in many 
ways and often the same _ suppliers or 
manufacturers are used by competitors and the 
only differentiating factor is the brand. 


Consumers who identify with the brand as 
marketed by the organisation will support such 
a brand if it meets his or her needs and ideals 
and the consumer will most likely repurchase 
the product and would probably recommend it 
to others- in essence advocating its ideals 
(Blythe, 2009: 163). van Eck, Grobler and 
Herbst (2004: 2) state that brands create a form 
of trust between the organisation and _ the 
consumer, it takes away uncertainty or risk 
that a customer could feel is associated with 
the item and is more of a_ psychological 
promise than a palpable item. van Eck et al. 
(2004: 4) further go on to say that it is due to 

the psychological nature of purchasing a 
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consumer goes through that producers of 
products need to become more aware of and 
should focus on the perceptions and attitudes 
held by consumers. 


Township consumers of Tshwane, 
retail development and branding 


Tustin and Strydom (2006: 48) and Ligthelm 
(2008: 37), state that black urban area 
consumers in South Africa in the past were 
mostly catered for by small informal 
businesses which provided these lower income 
consumers with basic necessities, however 
limiting purchase choice amongst inhabitants. 
Following political change within South 
Africa, township areas have emerged as a new 
market for national retailers (Ligthelm, 
2008:42) as the inhabitants have seen a steady 
increase in household income and expenditure. 
This emerging black middle-class is noticeable 
in the LSM profile of the nation, which can be 
seen to be indicative that there is a higher 
demand and need for retail development 
within previously underdeveloped areas (SA 
property review, 2010: 29). This increased 
demand has_ subsequently attracted the 
attention of retail developers to expand into 
these areas and thus the infiltration of brands 
to cash in on the lucrative township markets, 
which can be seen to mark the last of the large 
retail development frontiers in South Africa 
(Dlamini, 2011; Ligthelm, 2004: 37). 


The developments within townships according 
to Tustin and Strydom (2006: 49) are a 
reflection of retailers wanting to create growth 
opportunities and build = a _— sustainable 
competitive advantage However one of the 
challenges that retail developers are facing in 
entering these markets is that they need to find 
a compromise between local or regional 
traders and national brands or traders (SA 
property review, 2010: 29). According to van 
Loggerenberg and Herbst (2010: = 13) 
companies are not yet exploiting the potential 
of different communities in South African with 
their brands and this is evident from the fact 
that their products and marketing efforts are 
not appealing to the township consumers tastes 
(Durham, 2011). van Loggerenberg and Herbst 
(2010:13) state that marketers of organisations 
are failing to make use of creative marketing 
activities that would take advantage of the 
different psychographic profiles of township 


communities which could assist organisations 
in forming bonds or relationships with the 
particular targeted community. 


A research study conducted by the McCann 
World Group SA entitled “Township stories” 
revealed that a large portion of South African 
companies have very limited interactions with 
township areas, thus their knowledge of these 
consumers is merely guesswork, and it is this 
guesswork that creates misunderstandings or 
misinterpretations as to the inhabitants and the 
market structure that resides within these areas 
(Marsland, 2007). Without an understanding 
as to this market and their needs or at least an 
investigation into the habits of these 
consumers, marketers will not be able to cater 
for these consumers. Foshizi (2012) indicated 
that township consumers tend to prefer to buy 
branded products when it comes to winter 
clothing as they are of the opinion that this 
clothing must last longer and they are prepared 
to pay more in such cases. 


According to the McCann Worldgroup SA 
study (2008) and Kunene (Dlamini, 2011), one 
of the biggest problems organisations have 
when entering township areas is that these 
consumers are often seen as one homogenous 
group instead of a group that comprises of 
individuals that differ in terms of lifestyles 
perspectives, areas and mind sets. Kunene 
(Diamini, 2011) further highlights — that 
problems companies are experiencing in 
infiltrating these communities is that brand 
managers assume that residents within these 
areas are usually poor and thereby provide 
residents with smaller, and cheaper products. 
This is an immense misconception as these 
areas have many different types of individuals 
with different means and needs that need to be 
spoken to differently. Kunene (Dlamini, 2011) 
lastly stipulates that township consumers do 
not mind paying the additional rand for a 
branded product; they just need to understand 
as to why they should buy a certain brand. 
Through the identification of all the challenges 
brand managers face, it becomes apparent that 
there is a mismatch between the township 
consumer, the organisation and their brands 
(Dlamini, 2011). This is a serious problem and 
due to this lack of knowledge and 
understanding of the township consumer it 
points to a need for this type of information 
(van Loggerenberg & Herbst, 2010: 13). 


Township consumer perceptions of 
branded products 


Consumers that inhibit township areas within 
South Africa according to Knowledge 
resources (2010) do not necessarily have the 
biggest share of income distribution per 
household in the country but in totality have a 
large share of purchasing power and brand 
loyalty, thereby making township communities 
an important sector within the economy and 
for marketers to consider. But it is the 
consumers’ perception towards a brand and its 
advertising that will ultimately determine its 
success and loyalty to which a consumer will 
ascribe to it. 


Perception is an internal or individual factor 
that can influence consumer’s decisions to 
purchase organisational brands and can be 
defined as the process by which consumers 
will select, organise and interpret information 
that is presented to them within the market 
environment (Schiffman & Kanuk, 2004: 158). 
Consumer’s perception can also be described 
to be the way in which an individual views the 
world around them (Blythe, 2008: 91), and 
according to Majumdar (2010:57) the view 
that consumers have of the world around them 
is the result of two inputs: physical stimuli and 
a series of past experiences. 


The process of consumer perception according 
to Cant et al. (2010:108) can be broken up into 
four elements viz; exposure, attention, 
interpretation and memory or recall. The 
ultimate goal for the marketer is to ensure that 
their products are remembered by the 
consumer and in so doing keep on purchasing 
the product and ultimately to ensure future 
profits over the long term. However in order 
for consumers to recall the brand consumers 
need to be exposed to the organisations 
products (Noel, 2009: 93). 


Consumers in the township areas according to 
van Eck et al. (2004:5) have a greater degree 
of education than their predecessors and are 
being exposed to new media to a greater extent 
due to technological advances and this is 
making this market more attractive to retailers. 
At the same time it also allows consumers to 
form perceptions as to merchandise on offer. 
Social media has played a major role in this 
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increased exposure to organisational products 
by this segment. Township consumers 
according to Foshizi (2012) are becoming 
highly adept and active in the use of social 
media, as they can access almost anything 
from their devices from any location. This 
increases the potential exposure to products 
and brands of organisations. Social media has 
changed the way in which marketers can be 
seen to operate in the market, yet it is still an 
underutilised medium within townships which 
needs to be evaluated (Foshizi, 2012). It is 
becoming more apparent that a brands success 
is really about how consumers perceive it to be 
(Lorette, 2011: 201), which is in essence 
related to the exposure a consumer has with a 
product, and a marketers promotional efforts. 


Previous studies have been conducted in 
relation to adolescents’ perceptions of 
branding in the clothing industry, whereby 
results indicated that general perceptions 
regarding branded clothing were positive, 
unbranded clothing was less positive and 
perceptual differences between genders did not 
present a significant difference (van Eck et al., 

2004: 11). The study highlighted the fact that 
not much has been written or researched on 
township consumers and branded products. 
Therefore this study aims to bring more light 
to the topic under investigation. 


METHODOLOGY 


In order to establish the perceptions that 
township consumers of Tshwane, South Africa 
hold in relation to advertised retail brands and 
branding, the study utilised secondary and 
primary sources of data in order to conduct a 
quantitative analysis. Tustin, Ligthelm, 
Martins and van Wyk (2005: 120) state that 
secondary data or otherwise known as “desk 
research” is defined as information that 
already exists in the market place, in other 
words data that can be reused by other 
researchers in solving new research problems. 
Sources of secondary data that were utilised 
were past research studies, journal articles, the 
internet as well as academic books. However, 
in order to adequately satisfy the research 
objective primary data needed to be collected 
directly from township consumers by means of 
a survey which took the form of a self- 
administered location-based questionnaire. 
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The questionnaire that was utilised in the 
research contained three questions, of which 
all were structured close-ended questions. The 
question that was posed to measured 
consumers’ perceptions was that of a seven 
item likert-type scale, ranging from “strongly 
disagree” to “strongly agree”. The main 
function of posing a likert-type scaled question 
was so that the researcher could establish the 
intensity of the respondent’s feelings with 
regards to the particular statement being made 
(McDaniel & Gates, 2010: 297-299). The 
question posed five statements to respondents. 
The questionnaire was distributed to small 
business owners that reside in the township 
areas of Tshwane, South Africa whereby data 
was collected between the 25" April — 10" 
May 2012 by means of a_ non-probability 
convenience sample; this sampling method 
was deemed most appropriate as it allowed the 
researcher to collect data quickly and easily 
(Anderson, Sweeney & Williams, 2011: 318), 
whereby 40 comprehensive responses were 
received. 

Once the data had been collected it was then 
cleaned, quantified and analysed by means of 
frequency occurrence with the assistance of 
the software programme, SPSS. Frequency 
occurrence or distribution analysis according 
to Gravetter and Wallinau (2009: 37) is when 
collected data is organised and tabulated to 
represent the number of respondents whose 
scores are the same and places them from 
highest to lowest. From the analysis of 
frequency counts, variables where tabulated to 
form an overall perception consumers of 
townships of Tshwane, South Africa hold in 
relation to advertised retail branded products. 


RESEARCH FINDINGS 


The previous section within the research paper 
dealt with the key concepts of the study and 
provided insight as to what has _ been 
investigated within the field of township 
consumers’ perceptions towards advertised 
retail branded merchandise. The preceding 
section then discussed’ the _ research 
methodology to be employed. This section 
shall now present and discuss the results that 
were obtained through the distribution of the 
questionnaire to respondents (n= 40). 

Data on how consumers perceive 
advertised retail brands 


This section included five statements that 
would measure consumer perception towards 
that of advertised retail branded products by 
means of a 7-item Likert scale. Table 1 below 
depicts mean scores, standard error of mean 
and standard deviations of the way individuals 
perceive advertised retail branded products: 


From table 1 above it can be observed that the 
highest degree of agreement was for statement 
2, “Brands that are regularly advertised are 
better” (4.625) followed by statements 5 
“Brands that are advertised are greater value 
for money” (4.6) statement 3 “Brands that are 
advertised are of higher quality” (4.5) and 
statement 4 “Brands that are advertised are 
more reputable brands”. The lowest degree of 
agreement was found to have come from 
statement 1 (3.750) “I only buy branded 
products”. 


Table 1: Consumer perception towards advertised retail branded products* 


Brands that 


Brands that 


Ionl Brands that 
on e e 
y Brands that are are advertised | are advertised 
buy are regularly . 
Statement . advertised are of are more are greater Total 
branded advertised : : 
higher quality reputable value for 
products are better 
brands money. 


3.750 4.625 4.500 4.425 4.600 4.380 


Std. Error of 
Mean 0.312 0.250 





0.306 0.277 0.280 


1.971 1.580 1.633 1.933 1.751 1.774 


* Table I measurement was done on a 7-item Likert scale, whereby I = Strongly disagree and 7 = Strongly agree. 
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Table 2: Consumer perception towards advertised retail branded products* 


Statement Mean 


% of neither 
% of 
% of agreement ‘ agreement or 
disagreement : 
disagreement 


1.1. Lonly buy branded products 40.00 52.50 


1.2. Brands that are regularly 
advertised are better 

1.3. Brands that are advertised are of 
higher quality. 

1.4. Brands that are advertised are 
more reputable brands. 

1.5. Brands that are advertised are 
greater value for money 


4.60 


56.80 27.90 15.30 


56.10 25.60 18.30 


57.50 32.50 10.00 


48.60 23.10 28.30 





* Table 2 measurement was done on a 7-item Likert scale, whereby 1 = Strongly disagree and 7 = Strongly agree. 


Table 2 above illustrates the percentage of 
agreement, disagreement and neither 
agreement nor disagreement respondents felt 
towards each statement that was posed: 


From table 2 it is clear that respondents leaned 
either positively or negatively in terms of 
agreement towards the statements that were 
posed, however it can be observed from the 
results presented that even though respondents 
indicated for statement 1.5 that the majority 
agreed to the statement “Brands that are 
advertised are greater value for money” many 
indicated that they were impartial to the 
statement being made (28.30%). In light of 
this result, future research could probe as to 
why many individuals are impartial as to 
whether or not advertised brands are greater in 
value or not. For the purpose of the study 
however, the degree of agreement and 
disagreement was key to the fulfilment of the 
research objective. Figure 1 below is a graphic 
representation as to the various percentages of 
agreement and disagreement respondents felt 
towards each statement that had been posed: 


From figure | it can be seen that 52.5% of 
respondents disagreed with statement 1: “I 
only buy branded products”. This could be 
either due to the fact that consumers within 
township areas are still purchasing the 
majority of merchandise from spaza shops 
where products can sometimes be bought per 
item, for instance an apple, whereby apples in 
most retail outlets in malls are packaged and 
branded collectively. Another reason for this 
result could be that respondents do _ not 
associate no-name branded products or even 
store branded products as branded products, 
thereby misinterpreting the question. To 
alleviate such a misunderstanding a future 


researcher may perhaps provide a screening 
question to respondents to ascertain whether or 
not consumers understand the concept of a 
branded product or alternatively, provide 
consumers with a list of product categories 
whereby they could indicate which categories 
they purchase branded products in. 


Statement 2 “Brands that are regularly 
advertised are better” showed high agreement 
from respondents (56.80%). This result could 
be due to the fact that through frequent and 
favourable advertisements, consumers gain 
more exposure to the brand and _ therefore 
consumers perceive the product to be better 
than products that are not advertised. 
Statement 3 yielded a relatively strong 
agreement to the statement that was posed 
“Brands that are advertised are of higher 
quality” with an agreement percentage of 
56.10%. The result could be seen to confirm 
respondent’s agreeability to statement 2 
“Brands that are regularly advertised are 
better’. With statement 4 “Brands that are 
advertised are more’ reputable brands” 
respondents showed the highest degree of 
agreeability in terms of percentile (57.50%), 
thereby once again confirmation as_ to 
statement 2 and 3 collectively. 


Statement 5 “Brands that are advertised are 
greater value for money” proved to have the 
second lowest degree of agreement with 
48.60% agreeing to the made statement. What 
is observable though is that 23.10% of 
respondents disagreed with this statement and 
28.30% were impartial, which implies 51.40% 
of respondents showed no sign of agreeability. 
This could be due to the brand equity that 
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Figure 1: | Consumer perception towards advertised retail branded products 
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branded products have attached to them - the 
more well known the brand the higher the 
brand equity, and therefore in many instances 
the branded product will be priced above that 
of a regular product which conducts the same 
function. 


From the statements that were asked and the 
overall analysis thereof, it can be seen that the 
general perception consumers of Black urban 
areas hold towards that of advertised retail 
brands is positive in nature, thereby indicative 
that advertising plays an incredibly important 
role in the formation of consumers’ perception 
towards branded products being offered on the 
market. This may suggest that in order for 
marketers to succeed in having consumers 
view their brand in a positive light, advertising 
of the brand to the target market should be 
matched to the environment they are 
positioning the brand to cater for. The 
following section addresses the demographic 
make-up of the respondents. 


Demographic data of respondents 
having answered the questionnaire 


The demographic data on _ township 
consumers’ perceptions in the Tshwane area 
covered gender and age. Gender of 
respondents is therefore represented in figure 2 
below: 


Of the township consumers in the Tshwane 
area having participated in the research on 
consumer perceptions of advertised retail 
brands, it can be seen that 52% of respondents 
were female whereas the remainder 48% of 
respondents were male; this figure presented a 
relatively equal response from both genders 
and is in line with the national average. Once 
consumer gender had been asked _ the 
questionnaire requested to see what age group 
respondents fell into. Age range is represented 
in figure 3 below: 


Figure 2: Gender distribution of respondents 
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Figure 3: Age distribution of respondents 


Of the township consumers in the Tshwane 
area having participated in the research on 
consumer perceptions of advertised retail 
brands, as per figure 3 above, the researcher 
found that 27% were aged between 18-24, 
40.6% were aged between 25-29, 18.9% were 
aged between 20-34, 8.1% were aged between 
35-39 and 5.4% were aged 40 years old and 
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older. The distribution of age proved to be 
favourable to consumers ranging from 25 to 29 
years of age, representing 40.6% of the 
respondent total. Therefore the positive 
perception that consumers have could thus be 
because this age group has in particular been 
more exposed to branded merchandise in their 
lifetime than say the generations ranging from 
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30 to 40 years of age. With enhanced usage of 
media usage and prevalence of brands in 
townships, consumers in this age group will 
most likely be more positive towards branded 
merchandise due to the enhanced exposure. 
This result might however be varied if age 
groups are targeted separately, whereby older 
respondents might perceive branded products 
in a negative light, due to their past experience 
or lack thereof. Therefore future research 
might wish to investigate perceptions held 
amongst various age groups. 


LIMITATIONS 


The research undertaken has some limitations 
that need to be addressed; firstly the sampling 
frame that was used was very small (n= 40), 
therefore due to the small sample size, 
consumer perceptions towards advertised retail 
branded products cannot be generalised to 
represent the entire township community of 
Tshwane, South Africa. Secondly, 
questionnaire respondents were _ selected 
through the use of a convenience sampling 
method; therefore once again, results received 
would not be able to be generalizable to the 
township communities of Tshwane, South 
Africa. Thirdly, respondents that answered the 
questionnaires came from three townships of 
Tshwane (Attridgeville, Mamelodi and 
Shoshanguve), whereas there are multiple 
other township area communities within the 
Tshwane region that were not approached to 
answer the questionnaire, and_ therefore 
perceptions are thus restricted to the three 
stated areas. 


RECOMMENDATIONS 


Apart from the limitations mentioned in the 
previous section, several opportunities for 
future research exist. Firstly, due to the 
immensity and importance of consumption 
patterns within township areas, future research 
could expand the study to include all township 
areas countrywide when deciding to supply 
surveys to respondents or alternatively 
covering all Tshwane township areas instead 
of a select few. Secondly, future research 
could conduct an analysis between older 
consumers’ perceptions in relation to the 
younger consumer as well as male and female 
correlations in relation to brand perceptions. 


CONCLUSIONS 


The main objective of this research was to 
explore the perceptions that township 
consumers have with regards to retail brands 
and the advertising thereof. The investigation 
into consumers’ perceptions of branded 
merchandise within townships revealed that 
consumers generally have a__ positive 
perception towards advertised retail brands 
and branding, whereby consumers perceptions 
are highly influenced by the advertisements 
that marketers send out. 
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Ethics or survival: the meaning of 
good and bad in small South 
African businesses 


Claudette van Niekerk 


ABSTRACT 


Small businesses are the lifeblood of many countries worldwide, but in many instances : 
are barely surviving. With the increased pressure on small business to develop and : 
alleviate poverty and to enhance social wellbeing, many small business owners are forced : 
into business in order to survive, which in turn may lead to them being less ethically - 
inclined and rather focussed on survival. This in itself can lead to moral predicaments and : 
an increase in unethical behaviour in order for small businesses to keep their heads : 
above water. It has therefore been deemed important to consider the attitude employees : 
have towards the ethical issues in the small business sector, and to what extent they :; 
would compromise these issues in order to survive. The core of this study was to : 
determine the attitude small business employees/owners have towards the ethical : 
environment in which they are currently operating. The study made use of a quantitative - 
approach by collecting data through a self-administered survey questionnaire. The study : 
found that small business employees and owners have a negative attitude towards the : 
ethical responsibilities of the business they are operating in. Their attitude regarding their - 
perception of what an organisation should commit to in order to be ethical, shows that : 
respondents understands what constitutes ethical behaviour. 


Keywords: Ethics, ethical behaviour, attitudes, small businesses, SMEs, South Africa 


Ever since the great collapse of the major 
banks in Europe and the USA in 2008 and the 
uncovering of major corruption in many 
organisations and businesses, there has been a 
strong focus on ethics and ethical behaviour of 
companies. Small businesses in particularly 
are not exempt from this and in many 
instances follow the lead of larger 
organisations. Reported cases of ethical 
misconduct in small _ businesses include 
bribery, exploitation, violations of human 
rights, sexual harassment and theft amongst 
employees and management (Asgary & 
Mitschow, 2002; St James Ethical Centre, 
2009). For these reasons, ethical issues also 
materialise in small businesses and _ their 
attitude and behaviour can therefore not be 
ignored. 


The small business sector plays a vital role in 
economic development in all countries and has 
become the primary building block of job 
creation in the Republic of South Africa 
(Valadez, 2011:1; Wielicki & Arendt, 

2010:162). Consequently, operating in today’s 
complex business environment can be difficult 
and demanding for small businesses to 
survive. This can have a negative effect on the 
way they conduct business to be profitable; in 
other words, whether the survival of small 
businesses are more important than operating 
ethically. The goal of the ethical environment, 
as stated by Raisner (1997:1331) and Yang 
(2006:23), is ultimately to rationalise moral 
motivations and beliefs for the purpose of 
protecting the global environment. Mahdavi 
(2009:2) observed that, with the expansion of 

global businesses, the study of ethics has 


become gradually more important, due to the 
increase in ethical and social responsibility. 
Rao and Vitell (2003:133) identified the most 
important reason for examining ethical issues 
as being that, business ethics is not simply an 
addition of an individual’s own_ personal 
ethics. Many believe that if an organisation 
employs people with solid ethical values, then 
it will be a “good citizen” organisation — but 
this is not necessarily the case. 


Limited research was conducted regarding 
employees’ attitude towards the _ ethical 
business environment; therefore the aim of this 
study was to investigate the attitude employees 
of small businesses in South Africa have 
towards the ethical environment in which they 
operate today. In the subsequent section of the 
study, the objectives will be provided. The 
research methodology used to conduct this 
study will then be discussed followed by a 
review of the available literature. The research 
findings, recommendations and _ concluding 
remarks will then conclude the study. 


RESEARCH OBJECTIVES 


The aim of this research was to investigate the 
attitude employees of small businesses have 
towards the ethical environment of the 
business sector in South Africa. Secondary 
objectives of the study comprises of the 
following: 


1 To investigate whether small business 
employees understand what — ethical 
behaviour/conduct involves. 

1 To determine the attitude employees have 
towards the ethical responsibilities of the 
business. 

1 To investigate the attitude employees 
have regarding the commitments the 
organisation should make to act ethically. 


RESEARCH METHODOLOGY 


In order to establish the attitude employees 
have regarding the ethical environment of 
small businesses, the research followed a 
quantitative analysis and the data collection 
instrument that was used was a_ survey 
questionnaire. Secondary as well as primary 
data were used to obtain information in order 
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to analyse the attitude employees of small 
businesses have towards’ the — ethical 
environment. To address the problem 
adequately, the research methodology was 
based on the primary data collected from 
employees and owners of small businesses. 
The population for the research survey 
consisted of employees and owners from small 
businesses in the Tshwane region of South 
Africa. The sample comprised of 24 
employees from micro-sized businesses and 21 
employees from small businesses for a total 
sample size of 45 respondents. Convenience 
sampling was used as the sampling method for 
this study due to the fact that it is the most 
effective method to gather questionnaires in a 
short period of time (Zikmund & Babin, 
2007:273). 


The questionnaire comprised of a set of two 7- 
point Likert-scale questions that were used to 
determine the main constructs of this study. 
The first section determined the attitude 
employees of small businesses exhibit towards 
the ethical responsibilities of a small business, 
while the second section examined the attitude 
small business employees/owners have 
towards the commitments the business should 
make in order the act ethically in the business 
environment. The last section of the 
questionnaire comprised of the demographic 
and SOC1O-economic attributes, which 
described the profile of the respondents. 


ETHICS AND THE BUSINESS 
ENVIRONMENT 


Only just 10 years ago very few people or 
businesses were truly worried about ethical 
issues and ethical behaviour. Most only 
focussed on lip service to these issues but this 
has changed dramatically as the business 
environment has changed in the past few 
years. The ethical environment is therefore a 
relatively new sub-discipline with the intention 
to rationalise moral motivations and beliefs for 
the purpose of environmental protection 
(Raisner, 1997:1331; Yang, 2006:23). 
Business ethics can be defined as recognising 
and implementing commonly agreed upon 
standards of conduct that ensures that the 
company will not impact its stakeholders 
negatively. In other words, business ethics is 
what is regarded as right and wrong or good 
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and bad human behaviour in the business 
environment (Shakeel, Khan & _ Khan, 
2011:59; Shaw, 2002:4). These commonly 
agreed upon standards and issues _ being 
regarded as being good or bad will differ from 
person to person and company to company and 
is influenced by a wide range of factors such 
as culture, background, and reference groups. 
Today’s challenge for business leaders is to be 
profitability while still conducting business in 
a way that is ethically acceptable in the 
broader business environment. Consequently 
all organisations, big or small, must ensure 
that they conduct business in an_ ethical 
manner and not ignore these ethical issues. 


Attitude towards ethical responsibility 


Business ethics have received considerable 
attention in recent years in both organisational 
and academic spheres. The majority of ethical 
attitude studies focused mainly on_ the 
comparisons of the perception and attitude of 
business ethics across different groups or 
countries (Bageac, Furrer & Reynaud, 

2011:391; Collins, Dickie & Weber, 2010:85; 
Gao, 2008:153; Ibrahim, Angelidis & Tomic, 

2009:343; Quinn, 1997:119). These studies 
have indicated that there is a_ significant 
difference in the attitude of the groups 
researched and the countries in terms of what 
is regarded as being ethical and what not. 
Vitell, Dickerson and Festervand (2000:15) 
conducted a study investigating the beliefs and 
perceptions of small business professionals 
concerning ethics within their company and 
business in general. The results have indicated 
that there is an increase in small business 
professionals tend to believe that ethical 
standards in businesses are lower today than 
those that belief they have increased than ten 
or twenty years ago. The most important factor 
that have been cited as to the lowering of 
standards is the changing in_ society’s 
standards as a whole, and personal greed was 
also noted as a significant factor (Vitell et al., 

2000: 22). 


Limited academic research has however been 
conducted regarding the attitude employees of 
small businesses have towards the ethical 
environment within the business sector. The 
most recent academic study regarding ethics 
was conducted by Price and van der Walt 
(2012), who investigated whether the attitudes 


that former South African _ business 
management students had towards business 
ethics have changed between the 1990s and 
2010. Their research concluded that the 
attitudes towards business ethics have changed 
significantly, but negatively, over the past few 
years. This can be regarded as negative due to 
the fact that the economical landscape of 
South Africa has changed significantly over 
the ten years, from the time they were in 
political and cultural turmoil to the current 
economic realities (Price & van der Walt, 
2012:10). 


A study by the St. James Ethical Centre (2009) 

regarding the attitude that employees can have 

towards the ethical environment, found that 

more than eighty percent of the respondents 

indicated the following issues as what they 

believe business ethics entails: 

1 acting with integrity towards the 
individuals the organisations serves; 

1 treating the companies employees well 
and with respect; 

l respecting everybody’s’ 
human rights; 

1 conducting business according to the 
values and beliefs of the organisation; 

1 making a profit is not the most important 
thing in business; and 

[ being environmentally responsible. 


fundamental 


These issues can be seen as indicative of the 
attitudes towards ethics and as such are used 
in this study to determine the attitude 
employees of small businesses in South 
Africa have towards the ethical environment 
of the business sector and what they belief 
constitutes an ethical environment. 


Business and individual commitments 
to be ethical 


The factors that influences and affects an 
individual’s attitude and behaviour towards 
ethics are complex and multi-dimensional. 
This in effect means that there will in all 
probability be differences between individuals 
and the business environment, but that there 
exists a relationship between these two as well 
(Longenecker, Moore, Petty, Palich & 
McKinney, 2005:7).This relationship implies 
that the ethical behaviour and the perception 
towards ethics is not formulated from the 


morals and beliefs of individuals on its own 
but rather s a result of the interaction with 
these external factors in_ the business 
environment. Businesses in many instances 
state that their ethical commitments range 
from treating employees well, to benefiting the 
community and being ethically responsible — 
much the same as individuals do. It is also a 
known fact that even the most loyal employees 
in a business can find that their own self 
interests are in conflict with the interests of the 
organisations. This is referred to as conflict of 
interest, which is defined by Shaw (2002:280) 
as a morally risky situation and should be 
avoided by employees. 


In all businesses the employees as well as the 
management team take responsibility for the 
ethics in their working environment. Due to 
adverse economic conditions and _ high 
unemployment it is more difficult for people to 
wait for a job which fits their moral standards 
as many people are about earning a living first 
and then about morals and ethics. In these 
conditions people do not have the luxury of 
waiting around for the “perfect” job (Rossow, 
2004:3). In spite of this however employees 
generally have a very high ethical expectation 
from businesses and other organisations they 
are in contact with. The study conducted by 
the St. James Ethical Centre (2009) has 
indicated that the following factors are 
important considerations, from the perception 
of the employees, for organisation to act 
ethically in the way they conduct business: 

1 Even if acting ethically harms the profit 
of the organisation, businesses are still 
obligated to act ethically. 

1 Business owners should make an official 
promise to act ethically. 

[1 In order for businesses to comply with 
their code of ethics, their ethical 
performance should be measured and 
reports made available. 

1 Business in a specific country (i.e. South 
Africa) is done much more ethically than 
a few years ago. 

1 When operating in a foreign country, it is 
acceptable for a business to follow the 
ethical code of that country, even if it 
disagrees with the ethical code of the 
business. 
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Factors determining employee’s attitudes 

towards the commitments they have to make 

towards the organisation to act ethically can be 
influenced by a number of measures. These 
include the following (St. James Ethical 

Centre, 2009): 

1 Employees are generally willing to put 
extra effort into their work if they know 
their organisation is run ethically. 

1 Employees usually have a personal code 
of ethics they adhere to and would risk 
their job to protect or adhere to their 
ethics if the organisation is not operated 
according to their ethical beliefs. 

1 Employees want the organisation they 
work at to have a comprehensible and 
understandable code of ethics that is easy 
to follow. 

1 Employees might consider resigning 
from the organisation if they cannot 
reconcile their ethics with those of the 
organisation 


It is evident that there are _ various 
commitments the organisation as well as the 
employee has to make in order to operate 
ethically in the environment in which 
businesses operate and that the marriage 
between the personal ethics and _ the 
organisational ethics are central to this 
dilemma. The study therefore aims _ to 
investigate small business employees’ attitudes 
towards the commitment and promises the 
organisation has to make in order to be ethical 
in its operations and dealings. 


RESEARCH FINDINGS 


The population for the research survey 
consisted of 45 small business employees and 
owners in the Tshwane region of South Africa. 
According to a study compiled by World Wide 
Worx (2012:9), there are 650 OOO active 
registered small businesses in South Africa, 
contributing approximately 55 percent to the 
total GDP and providing about 61 percent of 
the country’s employment. Although the 
sample size (45) do not represent the entire 
small business population of South Africa, it is 
sufficient to provide a holistic approach to the 
attitude these employees have towards the 
ethical business environment of South Africa. 
The following research findings were observed 
in the study. 
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Self-employed or employed by a 
business 


Respondents were asked to indicate whether 
they are employed by an organisation or self- 
employed, in other words, owning their own 
small business. Results indicated that 93 
percent of the respondents own their own 
small business and 7 percent of the 
respondents indicated that they are employed 
by a small business. 


Figure 1: Employment type 


™ 


= Self-employed 

















Attitude towards the ethical 
responsibilities of the organisation 


This question in the survey was in the form of 
a 7-item Likert scale. Respondents were asked 


in this question to indicate how strongly they 
either agree or disagree with each statement 
regarding their beliefs of what they regard as 
ethical responsible behaviour by _ the 
organisation and thereby indicating whether 
they understand what ethics involves or not. 


The mean, according to Saunders, Lewis and 
Thornhill (2007) is the most frequently used 
measure of central tendency is the mean or 
average. The mean is computed by adding a 
list of scores and dividing them by the total 
number of scores (Wellman, Kruger & 
Mitchell, 2007). Standard deviation is the most 
commonly used and most important measure 
of variability in statistics. According to 
Gravetter and Wellnaue (2009), the standard 
deviation uses the mean as reference point and 
measures’ variability by calculating the 
d stance between each score and the mean. 
Table 1 depicts the mean scores and standard 
deviation of the attitude small business 
employees have towards the _ ethical 
responsibilities of the organisation. 


From table 1 it can be seen that the highest 

degree of agreement was for statement 1, 
“acting honestly towards those individuals the 
organisation serves is ethical” (Mean = 6.311). 
This is followed by statement 3, “following 
basic human rights is good business” (Mean = 

6.222) and then statement7, “acting in a way 
that is positive for the people the organisation 
serve is good business” (Mean = 5.489). The 
lowest degree of agreement was found to have 

come from statement 6, “doing harm to the 

people the organisation serve is good” (Mean 

= 1.133). The standard deviation for statement 

3 and 7 is high, indicating a large distribution 

of value in the question. 





Table 1: Attitude towards the ethical responsibilities of organisations* 


Mean Std. eviation 


2.1. Acting honestly towards the individuals the organisation serves is ethical 6.311 0.821 


2.2. Treating employees well is NOT good business 1.533 1.179 


2.3. Following the basic human rights is good business 


2.4. Being ethical requires one to be environmentally friendly 


6.222 0.471 
3.044 2.142 


2.5. Doing work according to the organisation’s values is not right. 1.244 0.529 


2.6. Doing harm to the people the organisation serve is good. 1.133 O57 


2.7. Acting in a way that is positive for the people the organisation serve is good 


business. 


2.8. Good business is always making a profit 


TOTAL 





5.489 1.058 


5.422 1.559 


2.9. Choosing only to work with people who have the same values and principles ane jot 
as you 1s good business. ) 


3.807 1.145 


* Measurement was done on a 7-point Likert scale, whereby I = Strongly disagree and 7 = Strongly agree. 
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Figure 2: Attitude towards the ethical responsibilities of organisations 
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From all the statements that were asked, the 
general attitude employees of small business 
establishments have towards the ethical 
responsibilities of the organisation can be seen 
to be positive in nature, with a total mean 
score of 3.807 and standard deviation of 1.145. 
Figure 2 is thus indicative as to these 
statements and graphically presents the degree 
of agreeability and disagreeability. 


The majority of respondents agreed with the 
statement that ethics entails acting honestly 
towards others (100%) and that ethics is about 
following the basic human rights (100%). It is 
also evident from Figure 2 that respondents 
agree that, acting in a way that is positive for 
the people the organisation serve is ethical 
(77.8%) and that making a_ rofit is good 
business (77.7%). A mere 15.5% of the 
respondents stated that always making a profit 
is not necessarily good business. Alternatively, 
respondents (95.6%) disagree that it is not 
ethical to treat employees well, in other words, 
respondents believe that being ethical means to 
treat people well. Respondents also disagreed 
with the statement that conducting work 
according to the organisation’s values and 
beliefs are not good ethical business (100%) 








and 97.8 percent of the respondents disagreed 
that doing harm to other people is not ethical. 


Employees of small businesses are aware that 
being ethical means being honest to the people 
the business serve and treating people with 
respect, according to the basic human rights. 
Respondents 57.7%) have indicated that being 
ethical does not mean being environmentally 
friendly. However, Ferrell, Hirt and Ferrell 
(2012:58) stated that more people are 
demanding that businesses take a _ greater 
responsibility for their actions and how they 
affect the surrounding — environment. 
Consequently, being ethical also entails one 
being environmentally sustainable. 


Although respondents understand the basic 
fundamentals of ethical conduct, 77.7 percent 
agree that good business is about being 
profitable, indicating that making a profit 1s 
more important for these employees than 
operating in an ethical manner. This can be 
due to the complex and competitive business 
environment in which small businesses find 
themselves today as well as the fact that 
having a job in these difficult times are more 
important. These findings also contradict with 
respondents attitudes towards acting in a way 
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that is positive for the people the organisation 
serves. Respondents agree with this statement, 
but also agree that an organisation should do 
everything in its power to be profitable. 


Organisational Commitments 


In this 7-point  Likert-scale question, 
respondents were asked to rate five statements. 
These statements attempted to determine the 
commitment organisations have to make in 
order to operate ethically. Respondents had to 


indicate whether they strongly agree or 
disagree with each of these statements. 


Table 2depicts the mean scores and standard 
deviation of perception employees have of the 
commitments the organisations have to make 
in order to act ethically in the business sector. 
From table 2 it can be seen that the highest 
degree of agreement was for statement 5, “to 
be ethical, an organisation does not have to be 
transparent in the way they do business” 
(Mean = 4.4). 


Table 2: Attitude towards the ethical responsibilities of organisations* 


3.1. Organisations have a responsibility to act ethically, even if it harms their 
4.333 1.665 


profit. 


3.3. Every organisation should make a formal promise to be ethically. 4.311 2.065 


3.3. Business in South Africa is done much more ethically than before. 2.467 1.854 


3.4. Follow values and beliefs of the country you are working in, even if it is not ha eis 
the same as your organisation’s ethics. ) 


3.5. To be ethical, an organisation does NOT have to be transparent in the way they 
4.400 1.629 
do business. 


TOTAL 3.920 1.772 


* Measurement was done on a 7-point Likert scale, whereby I = Strongly disagree and 7 = Strongly agree. 





Figure 3: Organisational commitments 
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3.2. Every organisation should make a formal promise to 
be ethically. 


3.1. Organisations have a responsibility to act ethically, 
even if it harms their profit. 











From all the statements that were asked, the 
general attitude employees of small business 
establishments have towards the commitments 
organisations have to make to be ethically in 
the way they conduct business, with a total 
mean score of 3.920 and a total standard 
deviation of 1.772. Figure 3 is thus indicative 
as to this statement and graphically presents 
the degree of agreeability and disagreeability. 


This is followed by statement 1, “organisations 
have a responsibility to act ethically, even if it 
harms their profit” (Mean = 4.333). The lowest 
degree of achievement was found to have 
come from statement 3, “business in South 
Africa is done much more ethically than 
before’ (Mean = 2.467). The standard 
deviation for statement 2 and 3 1s relatively 
high, indicating a large distribution of value in 
the question. 


Figure 3 illustrates respondents attitude 
towards the commitments or promises 
organisations have to make in order to be 
ethical in the way they conduct business. 
Respondents (71.2%) disagreed with the 
statement that business in South Africa is 
conducted more ethically than before. This 
observation is significant as it lays the 
foundation for their own perceptions as to 


what is ethical and what is not. The fact that 
there are daily reports of corruption, bribery, 


fraud and other unethical behaviour by senior 
government and large business people, will 
influence their perception of what is ethical 
and what not. This attitude can be due to the 
increase in the crime rate, fraud in larger more 
profitable organisation and the widespread 
corruption in the government and this might be 
indicative of respondents having low moral 
values. Alternatively, opposed to _ the 
perception respondents have towards the 
current situation of the ethical business 
environment, respondents have indicated that 
one should work according to the values and 
beliefs of the organisation, even though it 
might not be ethically correct. 


Interestingly, respondents (71.1%) agreed that 
an organisation does not have to be transparent 
to be ethical. Respondents (62.2%) also 
agreed that organisations should have a formal 
promise to act ethical and 62.3 percent agreed 
that an organisation should act ethically, even 
if it means not making a profit. This 
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contradicts with their attitudes towards 
previous statements in the questionnaire, such 
as agreeing that acting honestly is good 
business and an organisation should make a 
formal promise to act ethically. 


Demographic profile of respondents 


Lastly, respondents were asked to indicate 
their socio-economic and demographic 
information for the purpose of the study. 
Questions such as_ the _ respondents 
occupational level, gender, age and racial 
group were asked in the demographics section 
of the questionnaire. The following 
information were gathered from _ the 
respondents and used to establish the 
demographic profile of respondents who 
participated in the study. 


Figure4: Gender profile of respondents 


Female, 
40% 


rc 


Male, 
60% 














The sample consisted of 60 percent (or 27) 

male respondents and 40 percent (or 18) 

female respondents, as illustrated in Figure 4. 
Figure 5 illustrates the age distribution of the 
respondents who participated in the study. The 
majority of the respondents were between the 

age of 26 an 35 (42%) and 19 to 25 (40%). 

Sixteen percent of the sample consisted of 

respondents between the age of 36 and 45 and 

only 2 percent were older than 56 years of age. 

No respondents who participated in the study 

were younger than 18 or between the age of 46 

and 55. 


Figure 6graphically portrays the racial profile 
of the respondents who participated in the 
study. The majority of respondents (73%) 
were black employees or owners working in 
small businesses in the Tshwane region. 
Thirteen percent consisted of Coloured 
respondents, and Indians, Chinese and White 
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people each made up four percent of the 
sample. 


Figure5: Age distribution of respondents 
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Figure 6graphically portrays the racial profile 
of the respondents who participated in the 
study. The majority of respondents (73%) 
were black employees or owners working in 
small businesses in the Tshwane region. 
Thirteen percent consisted of Coloured 
respondents, and Indians, Chinese and White 
people each made up four percent of the 
sample. 


Figure 6: Racial groups 
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RECOMMENDATIONS 


It has been emphasised that the small business 


sector 1S a great facilitator of the economy, but 


it is very difficult to operate in the complex 
and competitive business environment. 
However, all businesses including small 
businesses are under greater scrutiny from 
stakeholders, customers and competitors to 


operate ethically and _ therefore small 
businesses must ensure that they meet these 

expectations of these groups. The study has 

shown that respondents perceive it to be more 
important to make a profit and survive in the 
complex small business environment than it is 

to operate ethically in the work they do. This is 

in a way understandable given the high 

unemployment rate in South Africa (close to 

40%) and the example set by larger ocal and 

international companies as well as government 

leaders. 


It is the responsibilities of management to 
ensure that the business has a clear, 
understandable and trans parent code of ethics 
in place. Management also have to ensure that 
their employees are aware of this code, 
understand it and has access to it when needed 
or in doubt. In order to achieve this, 
management can provide training, practice 
examples and continuous assessment of the 
working environment to ensure employees are 
productive, but still ethical in the way they 
conduct business. Ensure that a clear and 
transparent code of ethics is set out for the 
organisation and that employees understand 
what is meant with the ethical code of conduct, 
what are ethical misconduct as well as the 
consequences thereof.. 


It is also crucial for the long term survival of 
the business to constantly evaluate the 
business environment of employees and 
management to ensure’ the _ ethical 
responsibility of each individual in_ the 
business. This implies a focused approach and 
a constant monitoring of changes in the 
behaviour and attitude of employees and co- 
workers in the business environment regarding 
ethics. Above all the management and owners 
of the business should set the example and act 
ethically in such a way that it becomes a way 


of life in the-organisation. — 
CONCLUSIONS 


The small business sector of South Africa play 
an essential role in the development of South 
Africa’s economy and has become the primary 
source of job creations. These small businesses 
are under great pressure to perform in an 
ethical manner and therefore, the aim of this 
study was to determine the attitude small 
business employees have towards the ethical 


business environment. The research has 
formulated three objectives to establish the 
attitude of small business employees. The 
main objective of the study was to determine 
the attitude employees have towards the 
ethical responsibilities of the business. The 
results reflected in the study indicated that 
employees of small businesses, on average, 
have a negative attitude towards the ethical 
responsibilities of the business environment. 
Although their attitude is fairly negative, they 
have a relatively good understanding of what 
ethics involves in the business environment, 
indicating a negative correlation between 
respondents understanding of ethics and their 
attitude towards the ethical _ business 
environment. Further research can _ be 
conducted by considering the attitude of 
employees in different regions and sectors of 
South Africa and investigating possible cases 
of misconduct observed by small business 
employees. 
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OPINION 


With the launch of the GetSmarter and UCT 
Social Media course in late 2012, many posed 
the question: can social media marketing skills 
be taught? It’s a valid question, given the 
volatility of the social media landscape and a 
certain X-factor quality that many online 
influencers possess. Social platforms are in a 
constant state of flux and marketers are often 
left wondering whether an update or redesign 
will throw their best intentions into disarray. 
Furthermore, many agonise over the quest to 
secure more likes and followers, searching 
desperately for the elusive recipe to make 
people like their brand online. 


The number of prominent self-made bloggers 
and PR representatives on the internet can 
create the impression that social media is a 
territory reserved for a few elite, tech-savvy 
influencers. While having a large existing 
skills 
certainly be used to anyone’s advantage, social 


network and some __ technical can 
media use has evolved to a point where certain 
best practices have emerged. These principles 
can certainly be learnt and utilised for the 


benefit of a personal or business brand. 


Navigating the current social media 
landscape 


To give some context to this discussion, it’s 
helpful to consider the state of social media 
platforms today. In a year, perhaps even a 


month, this may have changed — but even this 
fact is useful in illustrating this discussion. 


As it stands now, in 2013, Facebook has 
exceeded the one billion user mark. It’s an 
achievement that few people would have 
imagined when Mark Zuckerberg started the 
company in 2004. Of course, the platform’s 
immense success offers no guarantee that it 
will continue to enjoy an upward trend. The 
company went public in May 2012 and, since 
then there has been a distinct shift towards 
the 
adjusted its ad platform and algorithm as well 


monetising platform. Facebook has 
as its design, which has left a flood of 


promoted posts and sponsored stories in 


people’s news feeds. It’s becoming quite 
difficult for users to avoid the constant barrage 
of marketing messages, and some _ have 
predicted that the platform could experience a 
decline in the same vein as AOL. The reason 
for this could quite simply be that people 
didn’t sign up for what they’re receiving now. 
Previously, Facebook was a personal space, 
used to connect with people who they know, 
but now there is so much marketing noise on 
the platform that individuals may start looking 


elsewhere. 


In South Africa, the Facebook tapering-off 
trend is evident. SocialBakers, a social media 
monitoring company, indicates that nearly one 
million users failed to log in to the social 
network in the last six months, from October 
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2012 to May 2013. Some believe that this 1s 
due to the introduction of new platforms as 
well as the increase in advertising content on 
Facebook. Whatever the reason for the decline, 
it’s something that insightful marketers know 
to watch in the weeks and months ahead. 


To illustrate the flip side of the proverbial 
coin, one just needs to look to Twitter, which 
has experienced immense success in the last 
year and shows no signs of slowing down. 
What some considered a platform for 140 
characters of pointless babble in 2006 is now 
seen as a catalyst for political revolutions, a 
channel for breaking news and an important 
way of organising searchable conversations 
online. Although Twitter has roughly half the 
number of users boasted by Facebook, the 
platform exceeds Facebook in mobile ad 
revenue. If one had to examine the increasing 
trend towards mobile adoption, it’s evident 
that the platforms that are more tailored 
towards mobile usage are going to continue to 
see more success. 


Holistically, the social media landscape is as 
varied as it is volatile. Relatively new 
platforms — Google+ and Pinterest — have 
come onto the scene and are vying for some of 
the action. Are they getting any? Well, yes and 
no. Looks can be deceiving in this digital 
playground. Even though Google+ saw 10 
million sign-ups in less than three weeks, and 
now has over 500 million members, it still 
hasn’t caught on broadly with consumers. In 
early 2011, digital analytics leader comScore 
released a report that stated that Google+ users 
had spent an average of just 3.3 minutes on the 
platform in the month of January 2011, 
compared to the 7.5 hours spent on Facebook 
in that same month. 


These collective facts demonstrate that social 
media is not static. It 1s ever-changing and, 
although trends should be closely monitored, 
nothing is set in stone. 


A social media marketing skill set 


Having examined the current social media 
landscape, one could deduce that a lasting 
social media marketing skill set cannot be 
attained, so why have GetSmarter and UCT 
launched a course? The success of the course 
lies in the fact that students are completely 
immersed in social media tools, techniques 
and marketing principles. The premise is that 
social media is constantly changing, and thus 
social media marketers are required to keep up 
to date with emerging trends. Marketers are 
concerned with target markets, and _ this 
requires them to follow their audiences to new 
and emerging platforms should they decide to 
move on from an existing platform. A case in 
point: MySpace dominated the social media 
space some years ago, and then users moved 
elsewhere. The 2013 redesign and launch has 
proved so far to be too little, too late to get 
users to recommit to the platform. The lesson 
to take from all of these shifts and movements 
of the social media tectonic plates is that a 
social media strategy cannot remain stagnant. 


As the writer of the UCT Social Media course, 
I can vouch for the fact that our content has to 
be overhauled before every presentation of the 
course. This in itself is an indication of the 
rapid changes that occur every three months. 
Designs and interfaces change, algorithms are 
tweaked, new management tools are 
introduced and fresh creative strategies come 
to the fore. If there’s one lesson that every 
social media marketer can take from this, it’s 
that you cannot dip your toes into the world of 
social media. Total immersion is what is 
required. 
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BOOK REVIEW 


Cox, E. 2012. Retail Analytics: The Secret Weapon. 
New Jersey: John Wiley & Sons, Inc. 


Successful retail business management in 
today’s world demands that an organisation be 
able to meet the needs of customers while at 
the same time meeting its other goals 
including the need to operate effectively and 
efficiently. Retail analytics offer retailers an 
opportunity to come up with informed 
Strategies that will help optimise retailing 
decisions so as to help ensure business 
success. This paper reviews the book ‘Retail 
Analytics: The Secret Weapon’ written by 
Emmett Cox and published in 2012 by John 
Wiley and Sons. This seven chapter book 
offers insights into analytics and how it can 
assist retail business operations in a variety of 
ways including demand forecasting, 
merchandise mix modelling, price and 
promotion modelling, store location analysis 
and labour forecasting. 


For someone not familiar with the world of 
retailing and the work of analytics in retailing, 
the first chapter of the book provides helpful 
introduction aimed at helping one develop a 
basic understanding of retail terminology and 
concepts. The author notes that knowing the 
correct terminology is key to good retail 
planning and management. Tied to this is the 
need to understand how retail businesses are 
organised. Most retail operations have 
portfolios such as store managers, merchandise 


managers, lead buyers, co-buyers, sales 
people, stock people etc. Knowing the 
hierarchical structure of a retail organisation 
and the tasks associated with its different 
portfolios is helpful in enabling analytics 
provide support that is relevant. 


At the core of analytics are two activities 
namely data analysis and communication of 
meaningful patterns identified. Data used can 
be internal and/ or external to the organisation. 
For example, at the Point-of Sale (POS) 
register, retailers are able to collect data on 
products purchased by each buyer in a specific 
store at a point in time and may also contain 
information on the tender type used as well as 
identify the specific customer associated with 
the purchase especially when store loyalty 
cards or other forms of customer identity are 
used. Analysis of market basket data collected 
from retail sales over a period of time can be 
useful in identifying the kind of products 
purchased by specific consumers over time, 
thereby helping in ensuring appropriate use of 
direct marketing where applicable. At the 
aggregate level, it can be useful in providing 
insight into the kind of products people tend to 
buy together and thus help inform decisions on 
placing of stock in store. Reading through 
chapter 2 of the book one develops a better 
appreciation of the different uses of retail 
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analytics and associated data requirements. 
The author makes use of case studies and 
practical examples to illustrate among others 
the use of data in real estate site selection 
modelling, merchandise mix modelling, 
tracking effectiveness of celebrity marketing 
as well as performing cross channel analytics 
particularly for retailers with physical store 
locations as well as online stores. The author 
notes that while developments in information 
technologies and their application in retail 
Operations is enabling retailers collect large 
amount of data, there are costs associated with 
data collection and storage. Retailers thus need 
to be cautious of what they collect, store or 
discard. In general, it 1s helpful to have a good 
knowledge of how one can use available data 
before mining it and this is where a good 
understanding of retail analytics can _ be 
helpful. 


Chapter 3 of the book takes special note of the 
issue of seasonality in retailing. While most 
businesses are affected by changes in seasons, 
retail business operations, the apparel industry 
in particular, tend to be affected a lot. As one 
season comes to an end and another dawns, the 
merchandise associated with the ending season 
is often put through significant mark downs 
and this can have significant impact on 
revenue. Chapter 3 thus provides good insight 
into how data can be used to help make 
informed decisions on managing seasonal 
merchandise and avoiding lost sales and costly 
markdowns. 


Selection of store location is one of the major 
strategic decisions in retailing. Berman and 
Evans (2010:250) noted that one of the oldest 
adages in retailing is that location, location, 
location is the major factor leading to a firm’s 
success or failure’. Chapter 4 of retail analytics 
provides insight into how geo-demographic 
data can be used to aid decisions relating to 
store location as well as gain knowledge on 
store penetration levels. Geographic 
Information System (GIS) plays an important 
part in this regard and the chapter also looks at 
the types and volumes of data required to 
make optimal use of GIS tools. Once a store 
location is decided upon and retail space 
secured, issues of managing store operations 
including in store floor design, in store 
marketing and ensuring optimal use of service 
personnel take centre stage. Research shows 


that one of the important conditions for 
customer satisfaction in retail settings is the 
ease with which customers are able to find 
their way in the store (Sandstrom et al 
2008:114). A well planned store layout is 
widely acknowledged to have a_ positive 
influence on the length of time customers 
spend shopping the amount of goods bought. 
The role analytics can play in ensuring optimal 
in-store marketing and presentation is covered 
in Chapter 5 of the book while chapter 6 looks 
at, among other things, use of retail data for 
optimal labour use. Trying to guess the 
number of associates needed per day, shift or 
hour can be difficult if not costly. Using data 
such as that collected at POS registers, retail 
analytics can enable managers avoid 
suboptimal use of labour and the costs 
associated with it as well as ensure availability 
of enough associates to serve customers at all 
times including times of pick demand. 


While customer satisfaction is important for 
any business, building customer loyalty 1s 
considered more important as it helps ensure 
that customers keep on coming and buying 
from a store and not its competitors. It is 
however not uncommon for customers to have 
loyalty cards from competition retailers. The 
question in this case is how can a retailer 
design and manage its loyalty program so as to 
benefit customers who are genuinely loyal to it 
and not only to the discounts offered. Chapter 
7, the last chapter of the book, looks at this 
issue focusing also on how retailers can use 
retail data to ensure that loyalty programs are 
profitable and cost effective. 


In conclusion, reading through ‘Retail 
Analytics’ one gets a good appreciation of 
how data can be used to enable retailers better 
serve their customer, build customer loyalty 
while at the same time increasing their sales 
and profits. Retail Analytics is indeed a secret 
weapon to the very survival of any retail 
business operation and thus a must read for 
anyone interested in managing successful 
retail store operations. 
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